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They sum up an important aspect of the services Ebasco 
offers you—help at any time on any business problem. 


Whether that problem involves contemplated 

plant decentralization, new financing, out-of-line 
production costs, industrial relations, new product 
evaluation or any of dozens of equally significant 
factors, you can depend on Ebasco for a quick and 
practical solution. What's more, that solution is reached 
without burdening your permanent payroll or 

taking your own key executives away from their 
important operating functions. 

Ebasco pools many specialized talents into one flexible, 
completely-integrated organization; can thus apply the 
appropriate man-power and mind-power, economically 


and effectively, to your specific situation. 

Our booklet, ‘“The Inside Story of Outside Help,” 
gives a clear picture of the many Ebasco services and 
their helpfulness to business. For a copy, without 


obligation, write or phone Ebasco Services Incorporated, 


Dept. W, Two Rector Street, New York 6, N. Y. 
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NEW YORK + CHICAGO + WASHINGTON, D.C, 
Appraisal * Budget * Business Studies 

Consulting Engineering * Design & Construction « Financial 
Industrial Relations * Inspection & Expediting 

Insurance, Pensions & Safety * Purchasing + Rates & Pricing 
Research * Sales & Public Relations * Space Planning 
Systems & Methods * Tax « Traffic * Washington Office 


=, o-~ soa - 
Cusco Feautwetk Gete Thingd done 
gS g 


anywhere ex The wet 


aque! 


BUSINESS STUDIES by Eba:co pee 
cialists analyze factors and_ problems 
affecting earnings and operation, ain 
at assisting business to operate more 
profitably. 


SPACE PLANNING specialists help companies achieve 
maximum efliciency of office, factory, or warehouse facil: 
ities. A large railroad company, a prominent bank and 
a shipping company have recently engaged Ebasco for 
these services. 


FINANCIAL CONSULTATION - Ebasco’s Financial Bonaslenes assist 


in reorganizations, changes in c apital structure, registrations of securi+ 


ties and other fiscal matters. Ebasco has worked with companies in 


arranging more than $3,000,000,000 of financing. 





SYSTEMS AND METHODS —Con:ultation 


vcedures 
5 opera 


on management techniques and pr 
for planning and controlling busine 
tions is offered by Ebasco specialis!s. 


INSURANCE AND PENSIONS — Ebas‘o 
specialists aid companies in planni ng new 
programs or making present ones more € ec 
tive. Ebasco offers business an unbiased out 
side viewpoint, does not sell insurance 
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another great recora 


OVER 9,000 00 


Over nine million kilowatts of new thermal and hydro4 
erating capacity put on the line during 1953, again offers p 
that America’s power companies are fully aware of their 
mendous responsibility for the growth and progress of 
nation. The continuing program of expansion being can 
out is a monument to the foresight of power executives 
engineers. The astonishing strides they have made tov 
more efficient utilization of fuel, and the rapid impleme 
tion-of new engineering developments for universal ben 
mean that electricity will ‘continue to be America’s Best | 
gain. Their achievements represent many decades of prodigi 
cooperative work; of sound preliminary planning and 

range vision. 























A considerable portion of this new capacity—well , 
4,000,000 KW .. . is being generated by B&W Boilers of 
types put in service during 1953. Represented are B&W R 
ant, Stirling, Open Pass, and Integral-Furnace Units, emb 
ing every major advance in the science of modern combusj 
and steam generation. Cyclone Furnaces, Pressure Firing, 
heat, Divided Furnace Construction, and Cyclone Steam & 
rators, all proved by years of intensive operating experie 
are included in these units—singly or in combination, as 
dicated by individual circumstances and conditions—to ¢ 
the greatest possible generating economies: 
















© Thirteen of these units are for design pressures ( 
2000 psi—all with Cyclone Steam Separators foro 
ral circulation 

@ Four are Cyclone-Furnace-Fired 

e Nineteen are for Pressurized-Furnace-Firing 

e Eighteen—including the largest units of their ki 
are equipped with reheaters 

e Twenty have B&W’s simple Divided Furnace { 
struction for maximum savings in building volum 












The experience and advanced technology reflected in B& 
contribution to this huge volume of new capacity is a § 
indication of the confidence placed in B&W by electric 
ties at home and abroad . . . confidence based on the $0 
platform of past experience. B&W’s wealth of research 
creative engineering talent, its broad and diversified facili 
wal are available to help you find the most efficient and econof 
\ solution of your steam power problems. 
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by Americas Unlittes 


DKW OF NEW CAPACITY 
UNE IN 1993 


hydro 

offers p 

of their ONE OR MORE 

oe ag foe | | B&W BOILERS WERE PLACED ee 

cutives IN SERVICE FOR THE FOLLOWING UTILITIES IN 1953 

ade tow 

mpleme 

sal ben 

's Best 

prodigi : Appalachian Elec. Power Co. Isefjord Power Co. 

B and Braintree Electric Light Dept. Jersey Central Power & Light 
Central Louisiana Electric Kentucky Utilities Co. 

—well ¢ City of Burbank, California Kingdom of Greece 

on 7 City Electric Light Company, Mississippi Power Co. 

ta, call ; Brisbane, Australia ; Niagara-Mohawk Power Corp. 

combuyy City of Glendale, California Ohio Edison Co. 

Firing] § ag ons ee The Ohio Power Co. 

team of ’ ° 

expetie Commonwealth Edison Co. Oklahoma Gus . omen - 

tion, as Consolidated Gas Elec. Lt. & Pr. Co. Philadelphia Electric Co. 

s—to ef of Baltimore Public Service Co. of Colorado 

Consolidated Edison Co. of N. Y., Inc. | Public Service Company of New Mexico 
ssures | Consumers Power Co. Public Service Div. of 
rs forog Dallas Power & Light Co. Commonwealth Edison Co. 
Detroit Edison Co. Soc. Gen. Elec. Della Sicilia 

Duquesne Light Co. Societa Idroelittrica Peimonte 

a Electricite de France Societa Meridonale de Electricita 

heir ie Florida Power Corp. Tampa Electric Co. 
Gulf Power Co. Tennessee Valley Authority 

— Houston Lighting & Power Co. Tucson Gas Elec. Lt. & Power Co. 

r Indianapolis Power & Light Co. United Illuminating Co. 

” Bae lowa Public Service Co. West Texas Utilities Co. 
feds, : lowa-Southern Utilities Co. Wisconsin Power & Light Co. 


lectric 
» the $0 
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cr : The Babcock & Wilcox Company, Boiler Division 
161 East 42nd Street, New York 17, N. Y. 
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with the Codlitors 


Sp of the cynical clichés about the 
pretense of Communist society to 
strict equality is to the effect that “All 
men are equal, but some are a little more 
so than others.”’ The political and military 
caste system which has grown up in the 
bureaucracy of the Iron Curtain countries 
demonstrates the material advantages to 
be gained through party membership 
which are unobtainable otherwise. 


COMMUNIST propaganda of the last dec- 
ade has at least alerted us to the pitfalls 
of its word juggling. We know now that 
when a Communist says “peace loving,” 
he does not mean it in the same sense we 
understand the term. And the same can be 
said of the upside-down language which 
the Red brethren use to define their mean- 
ings for such words and phrases as “de- 
mocracy,” “free elections,” “individual 
liberty,” and so forth. 


Yet the tragic ideological conflict of 
the world today is simply an extension of 
a good deal of misunderstanding about 
words which plague many lesser con- 
troversies—some right among our own 
citizens. Somehow, with all the genius and 
resourcefulness of the learned profes- 
sions, our lawyers, engineers, accountants, 
and economists have never been able to 


J. RHOADS FOSTER 


HENRY F. UNGER 


standardize the meaningful content of the 
same word to the extent that our industry 
production people have been able to stand- 
ardize on nuts and bolts and various forms 
and sizes. Obviously, it is a much tougher 
job because words deal with ideas. And 
ideas are plainly more elusive than stand- 
ard sizes of screw threads. 


YET, it is precisely because of this con- 
flict in semantics that we have much con- 
fusion and misunderstanding in the realm 
of ideas. The first of a series of three 
articles which begins in this issue gives 
special emphasis to this problem, in ana- 
lyzing such commonplace words as “cost” 
and “value” in relation to public utility 
rate making. 


D* J. Ruoaps Foster, author of these 
three articles on the subject of cost 
of capital, as applied to the rate of return, 
pays special attention in his introductory 
article to the lack of a common denomi- 
nator of understanding, with relation to 
the cost concept. He points out that an 
accountant’s conception of cost may even 
be entirely different from what an en- 
gineer has in mind when he uses the word. 
And both may differ from the connota- 
tions found in the use of the same word by 
lawvers and bankers. 
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You may find 


a fresh approach... 


Tackling utility company problems daily .. . 
maintaining close and continued contact with 
the financial world gives us an understanding 


of the complex field of utility financing and 








investor relations which may be of help to you. 


A fresh approach to the problem you are 
now studying may be suggested by a talk with 
us. Call Public Utilities Department at DIgby 
4-3500 or write us at One Wall Street. 


IRVING TRUST COMPANY 


ONE WALL STREET ° NEW YORK 15, N. Y. 


Capital Funds over $123,000,000 Total Resources over $1,400,000,000 


Witt N. Enstrom, Chairman of the Board 
Ricuarp H. West, President 


Public Utilities Department—Joun F. Cuttps, Vice President in Charge 


MEMBER FEDERAL DEPOSIT INSURANCE CORPORATION 
























It will probably never be possible to 
have the learned professions agree on a 
standardized glossary of such terminolo- 
gy, in view of their traditional failure to 
agree on a single definition of the word 
“depreciation.” But we believe that Dr. 
FosTER has cleared away a lot of under- 
brush of misunderstanding by his very 
demonstration of what cost of capital 
means, without regard to the particular 
angle of professional focus. 


Mr. Foster is now managing partner 
of Foster Associates and a noted econo- 
mist and rate analyst in his own right. 
Born in Missouri, he was educated at the 
University of Missouri (PhD in political 
science, ’33), Columbia University, and 
New York University. He was assistant 
to the rate engineer of Consolidated Edi- 
son Company of New York from 1933 to 
1937 and economist with the New Jersey 
Board of Public Utility Commissioners 
from 1937 to 1942. Since then he has 
lectured in the department of public utili- 
ties and transportation of New York Uni- 
versity. During the past decade he has 
been active as an independent consultant 
and has given frequent testimony before 
state and federal commissions and courts 
throughout the country. 
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_ is only one exchange manager 
in the entire broad service area served 
by the Mountain States Telephone & Tele- 
graph Company who is a woman. The 
name of this lady with the unique occupa- 
















ROBERT E. SCHWAB 


PAGES WITH THE EDITORS (Continued) 





tion is Mrs. Madge Ulrich of the Glendale, 
Arizona, telephone branch office. It is a 
warm, human interest and success story 
which Henry F. Uncer, professional 
writer of Phoenix, Arizona, tells about 
the lady exchange manager, who rose 
from the post of relief operator in 1927 
on the basis of merit and achievement, 
gladly recognized by her superiors. 


* * * * 


a his article beginning on page 283, en- 
titled “Putting Human Relations Re- 
search to Work,” Ropert E. Scuwas has 
demonstrated the value of utility company 
practice in developing and improving em- 
ployee relations. Mr. ScHwas, now 
assistant manager of employee relations 
of The Detroit Edison Company, de- 
scribes such a human relations research 
project which his company has been carry- 
ing on in collaboration with the University 
of Michigan. The hope was to find out 
what the employees really think of their 
jobs, superiors, and working conditions, 
and how they arrive at their conclusions. 
Mr. Scuwas has been with The Detroit 
Edison Company since 1946 when he re- 
turned from World War II service with 


the Navy. 


—— the important decisions pre- 
printed from Public Utilities Reports 
in the back of this number, may be found 
the following : 


THE Colorado commission, in deter- 
mining a fair return for a telephone com- 
pany, adopts a hypothetical capital struc- 
ture, because the company’s actual finan- 
cial structure was not in the public inter- 
est, its debt ratio being too low. (See page 
129.) 


THE California commission holds that 
it has no authority to order a utility to 
submit to arbitration or to meet employ- 
ee’s demands. (See page 150.) 


THE next number of this magazine will 
be out March 18th. 
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OWN ome 











punched-card equipment 


and SAVE 








Remington Rand punched-card equipment may be 
rented, purchased outright, or acquired — at a cost less 
than rental — through an easy Use-Purchase plan that 
builds up your equity with each monthly payment. The 
chart above shows how, after 100 monthly payments, 
you save 79.4% each year under this plan. And owner- 
ship means you have price stabilization. 

Also, ask your local representative about the money- 
saving procedures which are possible with modern Rem- 
ington Rand equipment. They are the results of over 
forty years experience in this field. 

For details on the two ownership plans, write for 
TM739 and TM757. Remington Rand, Room 1946, 315 
Fourth Avenue, New York 10, N.Y. 
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The Alphabetical Punch 







The Electronic Sorter 





The Alphabetical Tabulator 
with Summary Punch 








The Calculating Punch 





















The High-Speed Collator 








Coming IN THE NEXT ISSUE 
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PROPERTY EXHAUSTION COSTS AND CURRENT DOLLAR VALUES 


Stating the cost of plant investment which has been exhausted in terms of current dollar 
values has become one of the challenges of present-day public utility regulation, in the 
light of continued postwar inflation. Frank L. Griffith, vice president and comptroller of 
The Peoples Gas Light & Coke Company, has made an interesting analysis of collateral 
factors, including return, in addition to dealing with the specific problem of deprecia- 
tion or amortization of ‘property exhaustion costs.’ All of these questions involve the 
underlying controversy of original cost, compared with present value. For example, 
there is reference to a French law requiring payment of long-term debt in terms of 
present-day currency values. 













CAPITAL COST AND FAIR RETURN. PART Ii. 


In the first article in this series the various meanings of cost of capital were noted. 
Standards of rate regulation, including the ''capital attraction standard,'' which have 
been asserted as guides in the past, were critically surveyed and the basic purpose 
of regulation as an alternative to free competition was reviewed. In this instalment, 
the author, Dr. J. Rhoads Foster, managing partner, Foster Associates, develops the 
meaning of competitive costs and competitive return under varying circumstances. 
















THE NEED FOR RECOGNIZING FAIR VALUE 


The postwar inflationary period has worn thin, some of the original arguments about 
using net investment as the rate base. This has been variously justified on the grounds 
that (1) it is convenient and easily ascertainable, (2) tends to strike an economic balance 
between investor and consumer over a long period through offsetting ups and downs 
in the price level, (3) reinforces the stability of utility equity securities. Paul Grady, 
partner of Price Waterhouse & Co., does not agree with these reasons. But above 
all that, he finds that original cost is simply not a fair or just basis for rate making 
under economic conditions which now prevail and are likely to prevail for the indefinite 
future. 










A ] Special financial news, digests, and interpretations of court and com- 
SO ... mission decisions, general news happenings, reviews, Washington 
gossip, and other features of interest to public utility regulators, com- 
panies, executives, financial experts, employees, investors, and others. 
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.have brought forth these spontaneous comme ents by users 


spee Pa eeovee “we take this opportunity of expressing to you our apprecia- 
tion for the prompt and efficient manner in which you han- 


dled the preparation of the bill frequency analyses.” 


accurac y ecoeee “the analyses have been received and found to be in excel- 
lent order. In addition, your attention to my telephoned 
request on June 2 relative to expediting preparation of these 


analyses is greatly appreciated.” 


rate cases...... “we believe that our study is complete and will be of con- 


siderable benefit in our pendi1g case.” 


° 
con tin uit Vs csier “we are very pleased with the former analysis and shall be 


anticipating the receipt of the new figures.” 


The R&S “one-step” method of bill analysis (exclusive with us) provides all of 
these advantages PLUS a cost differential in your favor that will save you 40% 


or more in time and money. 





May we tell you more? There is no charge for estimates! 





REC RDING AND STATISTICAL CORPORATION — 


“Bring your figures up to date — bring them to R&S” 
100 SIXTH AVENUE ° NE N YORK As N. ¥. 








CCrukble Coke 


“There never was in the world two opinions alike.” 


W. G. PauL 
President, Los Angeles 
Stock Exchange. 


Epwarp T. McCormick 
President, American Stock 
Exchange. 


CLIFFORD F. Hoop 
President, United States 
Steel Corporation. 


WILLIAM E, JENNER 
U. S. Senator from Indiana. 


GROVER CLEVELAND 
(February 16, 1887.) 


H. E. Luepicke 


Editor, The Journal of Commerce. 


—MOoNnTAIGNE 





“Millions of Americans have known no system other 
than a controlled one. They and millions more have been 
receptive to the ceaseless propaganda designed to cre- 
ate suspicion, distrust, and even fear of a competitive 
economy and of big business.” 


5 


“By statism is meant an alien philosophy, insidiously 
worked into our framework of government over the past 
years—that the man lives for the state and not the state 
for the man. It has had its embodiment in the super- 
abundance of regulatory activity over the American sys- 
tem of free enterprise.” 


* 


“No private enterprise has any more right to extend 
special subsidy to a government project, and thus seem 
to acquire a financial or proprietary interest in it, than it 
has to accept special subsidy from government, which 
means from the American taxpayers. That is the way 
we feel about it; that is the way I think the American 
people feel about it.” 

* 


“We have a Secretary of Defense skilled in the na- 
tional art of organizing men and money and machines, 
science and invention and daring, into a team to produce 
a continuing flow of goods more abundant than any 
nation’s workers have ever produced before. Our en- 
emies know, if we do not, that when this American 
productive genius is applied to military needs, it gives 
our fighting men a wealth of weapons no other nation 
can match.” 

» 


“The friendliness and charity of our countrymen can 
always be relied upon to relieve their fellow citizens in 
misfortune. This has been repeatedly and quite lately 
demonstrated. Federal aid in such cases encourages the 
expectation of paternal care on the part of the govern- 
ment and weakens the sturdiness of our national char- 
acter, while it prevents the indulgence among our people 
of that kindly sentiment and conduct which strengthens 
the bonds of a common brotherhood.” 


¥ 


“And there is even greater danger of a temporary 
severe interruption in our progress if we listen to those 
who believe that there is an ‘easy way’ out of any diffi- 
culties we may encounter—this easy way being the con- 
tinuation of the policy of economic overstimulation, with 
an inflationary bias, that has been in effect for the past 
two decades—partly, of course, through no fault of any- 
body in Washington. Let us not forget that the greatest . 
‘stimulation’ was forced upon us by two vicious wars— 
first World War II and then the Communist-inspired 
Korean war.” 
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lumbia Gas System 
delivers a modern miracle 


24 Hours-A- Day! \ 


\\ 
VA 
\ 


© The Columbia Gas System 


CHARLESTON GROUP: United Fuel Gas Company, Atlantic Seaboard Corporation, Amere Gas Utilities Company, 
Virginia Gas Distribution Corporation, Virginia Gas Transmission Corporation, Big Marsh Oil Company, Central Kentucky 
Natural Gas Company; COLUMBUS GROUP: The Ohio Fuel Gas Company; PITTSBURGH GROUP: The Manufacturers 
tight and Heat Company, Binghamton Gas Works, Cumberland and Allegheny Gas Company, Home Gas Company, 
The Keystone Gas Company, Inc., Natural Gas Company of West Virginio; OIL GROUP: The Preston Oil Company. 








REMARKABLE REMARKS—( Continued) 






WILLIAM RANDOLPH HEARST “Taxes which decrease the incomes of the community 
Late publisher. decrease the buying power of the community, and de- 
crease the funds for investment in the hands of the 

community.” 










* 
CLARENCE MANION “Tt is later than it has ever been (for protecting free- 
Former chairman, Commission on doms) in this country. We are a highly organized coun- 
Intergovernmental Relations. try of special interests. Practically nobody is conscious 






of the general interests. And the Constitution is our 
general interest.” 










* 
BENJAMIN F. FaIRLess “... it may interest some of you to know that the 
Chairman of the board, United employees of U. S. Steel, for example, are now getting 
States Steel Corporation. more than fifteen times as much money as the owners 






get out of the business. Measured on the basis of in- 
come alone, this means, I think, that the effort of 
management to promote the financial stability of the 
business itself is fifteen times as valuable to the em- 
ployees as to the owners of U. S. Steel. And that is 
why nothing which subtracts from the financial security 
of any enterprise can possibly add to the personal 
security of the workers in that enterprise.” 














¥ 
Epwarp A. RUMELY “In the early. part of the present century, some of 
Executive secretary, Committee for our leading lawmakers—unfamiliar with the facts of 
Constitutional Government, Inc. history—fell for the idea that justice called for taxa- 






tion in accordance with ability to pay. They did not 
realize that adoption of this principle meant approval 
of Communism. But this is clearly true, for, as long 
as one man has more income than another, he has more 
ability to pay, and hence, on this basis of taxation, ought 
to turn over more of his income to government. Only 
when all incomes are equalized, is the taxation-accord- 























ing-to-ability-to-pay principle logically fulfilled.” 
* 
Excerpt from bulletin published by “During the past thirty years, the electric utility in- 
The Northern Trust Company, dustry has on the average more than doubled its output 
Chicago. every decade and authoritative sources predict that this 
performance will be duplicated in the next decade, 






barring a war or unusual economic conditions. Few 
industries have matched this record of growth. The 
contributions of the electric utility industry to the pro- 
ductive power of our mines, factories, and farms, and 
to the conveniences of everyday living, are immeas- 
urable except as comparison is made with the much 
lower per capita use of electricity in other countries 
of the world.” 














> 
E. F. Hutton “Industry should support the educational programs 
Partner, E. F. Hutton & Co. of our country so as to unteach that which has been ' 






taught respecting Socialism by institutions of learning. 
It is my hope that many business leaders will take their 
case to the American people, and permit them to be their 
jury. Men of business have no greater trust—no more 
sacred duty than to preserve their constitutional rights 
to manage the enterprise system for the share owners 
who own it; and to protect the jobs of those employed 
by it. That is their right. Business leaders must be 
consistently outspoken so that the citizens on ‘Main 
Street’—and in the hinterlands—can become informed. 
You cannot expect people to defend that which they 
do not understand.” 
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EW INTERNATIONAL MEDIUM-DUTY 
FOUR-WHEEL DRIVE TRUCKS 


For Off-Highway or Highway Operation 
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Now, INTERNATIONAL Truck advanced 
engineering makes possible another de- 
velopment in transportation efficiency— 
two new medium-duty four-wheel drive 
models that open new possibilities for 
truck operators in scores of fields. 


You can haul men, tools, equipment to 
any job—through mud, sand, and snow— 
over terrain where conventional trucks 
can’t go. With front axle disengaged, you 
can operate normally on the highway. 


Tough-job engineered. These new 


models are built for the toughest kind 
of work. Like every INTERNATIONAL, 
they give the low operating and mainte- 
nance cost and long life that have made 
INTERNATIONAL the heavy-duty sales 
leader for 21 straight years. 


These new INTERNATIONAL 4x4 models 
have the stamina, ruggedness, and ver- 
satility for the toughest jobs. See one 
today. See how it fits your work. Time 
payments arranged. See your INTERNA- 
TIONAL Dealer or Branch for all the facts. 


INTERNATIONAL HARVESTER COMPANY « CHICAGO 








New INTERNATIONAL R-160 (4x4) with public 
utility equipment, including front-end winch. GVW 
rating, 11,000 Ibs. Famous Comfo-Vision cab. 
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Two chassis models. Model R-140 (4x4)—130-inch wheel- 
base, 60-inch CA; 142-inch wheelbase, 72-inch CA, GVW 
rating 11,000 Ibs. Model R-160 (4x4)—154-inch wheel- 
base. 84-inch CA; 172-inch wheelbase, 102-inch CA, 
GVW rating 15,000 Ibs. 


All-truck power. Model R-140 (4x4), 100-hp. Silver Dia- 
mond 220 valve-in-head engine. Model R-160 (4x4), 108- 
hp. Silver Diamond 240 valve-in-head engine. 


Eight forward speeds, two reverse. Transmission has 
four forward speeds, one reverse, with 2-speed transfer 
case. 


Easily converted for highway use. Special transfer 
case permits disengaging front axle for normal 2-wheel 
drive operation. 


Transmission power take-off openings on right and 
left side to handle front-mounted winch. 


International Harvester Builds McCORMICK® Farm Equipment and FARMALL® Tractors... Motor Trucks... Industrial Power... Refrigerators and Freezers 


Better roads mean a better America 





Twofold Benefits From The 


Analysts Journal 


7, its timely articles by the nations leading security analysts 
and economists keep you informed as to methods and 
trends in the security markets. You will be better able to 
present your company in its most favorable light if you 
know the trend of financial thinking as expressed in the 
official publication of the Security Analysts. 


Its advertising pages provide a means of putting your story 
across to the Analysts. There is no more direct and effec- 
tive way to contact this influential group of investment 
specialists than to advertise in their own quarterly Journal. 


To Keep Abreast of Investment Markets 
READ THE ANALYSTS JOURNAL 


To Keep Investment Markets Abreast of Your Company 
ADVERTISE IN THE ANALYSTS JOURNAL 


PUBLISHED QUARTERLY BY THE NEW YORK SOCIETY OF SECURITY ANALYSTS 





THE ANALYSTS JOURNAL 
20 Broad Street, Room #908 
New York 5, N. Y. 


Gentlemen: 
(] Please enter my subscription for one year at the subscription rate of 
$5.00—United States; $5.50-—Canada. 


() Please send me your advertising brochure. 
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brings problems in 
Engineering, Financing, 
Rates, Insurance, 
Storage, Distribution 


Commonwealth's skilled and 
experienced staff is available on call 
to assist you in these 

and other phases 

of your gas operations. 
Over a period of many years 
we have supplied successful 
and satisfactory services 

to manufactured, L-P 

and natural gas companies 
ranging in size from 

only a few meters 

to hundreds of thousands. 
Services covering 

such problems as: 


Design of facilities 

Property acquisition reports 

Engineering reports on new projects 

Gas manufacturing consultation 

Cost of service and rate studies 

Studies of technical, rate and other problems 
related to mixed gas supply 

Preparation of testimony and representation 
before local and federal regulatory agencies 

Underground storage field studies 

Emergency, standby and peak-shaving supply studies 

Distribution layout or revamping to meet growing loads 

Space heating saturation problems 

Market surveys 

Insurance requirements 

Depreciation studies 

Assistance with financings 

Metering problems 

General contracting 


Write for our booklet describing our services. 
Address: Commonwealth Services Inc., Department E 
20 Pine Street, New York 5, N. Y. 


Cppunmuenlle Seu Yue. 


and subsiddarias 


COMMONWEALTH ASSOCIATES INC. 


20 Pine Street, New Yoh MY 
Gackson Michigan Washington, DE. 
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Northern Virginia Power Co., Riverton, Va. 
Designed and built by Sanderson & Porter, Inc. Chapman, Evans 
& Delahanty, Associate Architects. 


lowa Public Service Co., Eagle Grove, lowa 
Designed and built by lowa Public Service 
Engineers and J. F. Pritchard & Co. 


Every feature of a Q-Panel is 

desirable feature for powerhous¢ 
construction .. . which explains why Q-Panel, 
have captured the powerhouse market. 

Q-Panels go up fast—50 sq. ft. in 9 minutes. / 
small crew quickly attaches the panel to the stee 
framework. Little blocks don’t pile up fast. It 
much quicker to hang a wall than to pile it up 

Q-Panels provide a maintenance-free exterior 
they are available in a variety of materials fo 
exterior finishes, depending on their availability 
at time of ordering. 

A Q-Panel is an insulated metal sandwich, onl 
3” thick but with insulation value greater than 4 
12” masonry wall. 

The striking fluted surface of Q-Panels is nowa 


familiar sight on powerhouses from coast to coast, 


Write for Q-Panel Catalog 


H. H. ROBERTSON C0 


Factories in Ambridge, Pa.; Hamilton, Ontario; Ellesmereport, England. 


2404 Farmers Bank Building % Offices in ALL Principal Cities 


Pittsburgh 22, Pennsylvania ? in the U.S.A. and Canada 
World-Wide Building Service 


Tennessee Valley Authority Watauga Project Note clean, quick, dry, safe, 
Elizabethton, Tenn. curtain-wall construction. 


ee 
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FASTEST, EASIEST WAY 
TO LOAD MATERIAL 
FROM STOCK PILE INTO TRUCKS 


BARBER-GREENE BUCKET LOADERS 


No other machine, no other method can equal 
the speed and efficiency of Barber-Greene Bucket 
Loaders in loading sand, gravel, and other simi- 
lar bulk materials from stock piles and storage 
areas into trucks. At rates up to 3 cubic yards 
per minute, these loaders dig, lift and convey 
bulk material in one continuous high capacity 


flow, virtually eliminating truck waiting and 
driver waiting time. Simple to operate, easy to 
understand. The truck driver can operate the 
loader to load his own truck. Backed by over 
1,000,000,000 yards of material handled by 
Barber-Greene Loaders, they represent the ulti- 
mate in low-cost loading efficiency. 


MODEL 543 


self-propelled loader is mounted on a 
ortype chassis and pneumatic tires 


ities veling from job to job at rates up to 


hp.h. Equipped with a hydraulic swivel 
reyor, it has the reach to load highest 
s, long trucks and trailers, and trim 
load to full capacity every time. Ca- 
ly—3 cubic yards per minute. Easily 
retted for loading coal or snow. 
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A TYPE THAT WILL DO°YOUR JOB BEST 


hiss 


Send for catalogs! 
Complete and detailed information on the 
Model 543 and 82A is contained in indi- 
vidual catalogs available at your request. 
Ask your Barber-Greene Distributor or write 
directly to the address below. 


Barber-Greene 


Aurora, Illinois, U.S.A. 





MODEL 82A 


This crawler-mounted, 3 cubic-yard per- 
minute Bucket Loader has the stability so 
often necessary in typical truck loading 
operations—in pits, on soft or rocky ground, 
etc. Built for heavy, continuous operations, 
it is economical enough to justify itself in 
intermittent service. Complete accessories 
are available, including single and double 
deck vibrating screens for loadina, screen 
ing and scalping simultaneously. 








WASTING MONEY BY THE TRUCKLOAD 








YOU NEED the most efficient kind of delivery trucks for pomeny 
today’s operating conditions. DESIGN 
That’s why so many leading firms say “Go White” for 
today’s finest kind of delivery service. 
Tailored to the exact needs of your business for more 
deliveries per day... lower cost per unit delivered... 
the new Whites save time and cut costs in every phase of 
delivery service. 
Find out how the exclusive advantages of the White 3000 
pay off first day in service... and for years. See your EXCLUSIVE 
White Representative for facts. POWER-LIFT 


THE WHITE MOTOR COMPANY — 


& 
White Cleveland 1, Ohio 


a | re) @) re) For more than 50 years the greatest name in trucks Here is a White 3000 being oper- 
ated by Ohio Edison Company 


to install and service light and 
power underground cable and 
construction. Outstanding manev- 
verability of the White makes it 
ideal for all utility services. 
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Thursday—4 


Pennsylvania Electric As- 

sociation, Relay Committee, 

begins meeting, Philadel- 
phia, Pa. 


Friday—5 


American Gas Association 

ends 2-day transmission and 

storage conference, New 
Orleans, La. 


@ 


Saturday—6 


Controllers Institute of 

America will hold eastern 

conference, Washington, 

D. C. Mar. 21-23. Advance 
notice. 


Sunday—7 


Southeastern Electric Ex- 
change will hold annual 
meeting, Boca Raton, Fla. 
Mar. 22-24. Advance notice. 





Monday—8 


National Electrical Manu- 

facturers Association be- 

gins spring meeting, Chi- 
cago, Ill. 


Tuesday—9 


Institute of Radio Engi- 

neers will hold national 

convention, New York, N. 

Y. Mar. 22-25. Advance 
notice. 


Wednesday—10 


Nebraska Telephone Asso- 
ciation will hold annual 
convention, Omaha, Neb. 
Mar. 23, 24. Advance notice. 


Thursday—11 


American Power Confer- 

ence will be held, Chicago, 

Ill. Mar. 24-26. Advance 
notice. 


by 





Friday—12 


New England Gas Associa- 
tion will hold meeting, Bos- 
ton, Mass. Mar. 25, 26. Ad- 


vance notice. 


Saturday—13 


Oklahoma Utilities Associ- 
ation will hold annual meet- 
ing, Oklahoma City, Okla. 
Mar. 25, 26. Advance notice. 


Sunday—14 


Ohio Independent Tele- 

phone Association will hold 

annual convention, Colum- 

bus, Ohio. Mar. 29-31. Ad- 
vance notice. 


Monday—15 


Mid-West Gas Association 
begins annual meeting, Des 
Moines, Iowa. 





Tuesday—16 


American Railway Engi- 
neering Association begins 
meeting, Chicago, IIl. 





Wednesday—17 


Texas Telephone Associa- 
tion ends 3-day annual con- 
vention, Fort Worth, Tex. 





Thursday—18 


American Water Works 

Association, New England 

Section, begins annual meet- 
ing, Boston, Mass. 





Friday—19 


American Water Works 

Association, Illinois Sec- 

tion, ends 3-day meeting, 
Chicago, Ill. 


© 














Courtesy, “Telephone Review’ 


Inside the Telephone Business 


Composite signaling equipment in the New York Telephone 
Company's intertoll dial office at Hamilton, New York. 
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Capital Cost and Fair Return 


Part I. Capital Cost Concept and Rate Regulation 


This is the introductory article to a series of three discussions of 
the controversial cost-of-capital concept in determining the fair 
rate of return in fixing utility rates. This instalment shows how 
cost has different meanings for different purposes—accounting, 
engineering, financing, etc. The entire discussion is then related 
to the fundamental purpose of public utility rate regulation. 


By J. RHOADS FOSTER* 


HE famous opinion No. 228 in the 

Northern Natural Gas Company 

Case, issued by the Federal Power 
Commission in June, 1952,’ was followed 
by a wave of discussion, speech making, 
and outright recrimination such as has 
been provoked by few other regulatory 
opinions. The commission was accused of 
having broken faith with its own policy, 
with having substituted “cost of money” 


*Managing partner, Foster Associates, utility 
economists and consultants. 


195 PUR NS 289. 


for fair rate of return, and with seeking 
to impose on the utilities a method of rate 
regulation that would follow the stock 
market. The most widespread criticism 
appears to have been that the commission 
adopted a so-called “cost-of-capital” meth- 
od of regulation. 

The Northern Natural and other sim- 
ilar decisions were defended by the Fed- 
eral Power Commission or its spokesmen 
on the ground that the cost-of-capital 
approach was neither new nor novel—that 
it had long been established as an appro- 
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priate standard in rate regulation. 
The issues in this controversy have 
never been carefully defined. Because of 
deep-seated verbal confusion, much of the 
criticism of the Federal Power Commis- 
sion and of those regulatory commissions 
which have followed the lead of the Fed- 
eral Power Commission appears to have 
missed its mark in considerable part. In 
order to throw light on the underlying 
ideas or substantive issues of regulation, 
it seems necessary first to cut away the 
underbrush of verbal misunderstanding. 


ony OF CAPITAL is a very complex con- 

cept. A chief error, made by both the 
commission and some of its critics, is to 
give to it a deceptive simplicity and cer- 
tainty as a measure of fair return. The 
scope of this verbal confusion can be seen 
in the following list of conflicting mean- 
ings or points of view which are associated 
with the term “cost of capital” in current 
usage: 

1. Annual expenditure or cash re- 
quirement, or sacrifices made by inves- 
tors, or income foregone, as well as 
expenditures of money. 

2. Costs incurred in the past when 
the existing capital was committed to 
the enterprise, or present replacement 
cost of the capital, or present cost of 
new and additional capital. 

3. Cost expressed in terms of past 
dollars, or cost expressed in terms of 
present dollars. 

4. Cost in terms of the existing capi- 
tal structure of the enterprise, or cost 
in terms of a hypothetical “better” capi- 
tal structure. 

5. Cost on the basis of current mar- 
ket conditions, or cost on the basis of 
“normal” or “long-term” conditions. 
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6. Cost expressed as an annual sum 
in dollars, or cost expressed as a rate, 
or percentage ratio of annual require- 
ments to amount of capital. 


7 various alternative meanings 
need to be clearly distinguished. Dis- 
cussion of cost of capital as evidence of a 
fair return is futile unless the words mean 
the same thing to all men. It is unfor- 
tunate that regulatory policy and practice 
should be beset by such semantic difficul- 
ties. Solution of regulatory problems is a 
difficult enough process when reference 
is made to the guiding principles, without 
the added confusion and frustration that 
unavoidably result from calling different 
things by an undifferentiated name. 

Of almost equal significance are the 
confusion and uncertainty surrounding 
the measurement of cost of capital, par- 
ticularly cost of common stock capital. A 
most disturbing feature of the decision 
in the Northern Natural Case was the 
naive dependence on earnings-price ratios 
—a feature to which the eighth circuit 
court of appeals called attention in re- 
manding the decision to the commission. 
Earnings-price ratios (percentage ratios 
of reported earnings to market price) for 
a given common stock or for generally 
similar common stocks were assumed to 
be reliable measures of cost of common 
stock capital. 

Why did criticism of the Federal Power 
Commission, for using cost of capital as 
evidence of a fair return, miss its mark? 
Simply because a convincing answer was 
readily at hand: Cost of capital is appro- 
priately used as evidence of a fair return. 
Regulatory commissions generally use cost 
of capital as evidence of a fair return and 
have done so for decades. In a private 









CAPITAL COST AND FAIR RETURN 


enterprise society, the fair return to a pub- 
lic utility is primarily the cost of capital 
employed. 


Pca: evidence has been sub- 
mitted by the staff of the Federal 
Power Commission and on behalf of the 
companies in most of the important rate- 
making proceedings before that commis- 
sion since about 1937. However, prior to 
the decision in the Northern Natural Case, 
the commission made no precise adjust- 
ment of the allowed rates of return for 
whatever may have been the differences 
in cost of capital among the natural gas 
companies subject to its jurisdiction. It 
applied a uniform, industry-wide per- 
centage—the conventional 6.5 per cent, 
and in the postwar years, the 6 per cent. 
Such a conventional rate of return had 
two practical advantages : First, it avoided 
the difficulties of precise measurement of 
whatever may have been the differences in 
cost of capital among the gas transmis- 
sion companies. Second, financial man- 
agers and investors were informed of the 
commission’s rate of return practice and 
could adjust their decisions to an estab- 
lished rate of return. 

The consternation caused in some quar- 
ters by the decision of the commission in 
the Northern Natural Case was partly be- 
cause of the increase of investment un- 


q 
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“Discussion of cost of capital as evidence of a fair return 
is futile unless the words mean the same thing to all men. 
It 1s unfortunate that regulatory policy and practice should 


certainty. The formula gave grossly un- 
reasonable results in the circumstances of 
its use; if used consistently, it was likely 
to provide widely fluctuating results un- 
der changing security market conditions. 


OREOVER, the cost-of-capital evidence 

upon which the Federal Power Com- 
mission based its decision in the Northern 
Natural and other recent cases was not 
“cost of capital” in any proper sense. The 
commission made the wholly fallacious as- 
sumption that earnings-price ratios for the 
common stocks of gas companies are the 
equivalent of capitalization rates for the 
transmission businesses under the com- 
mission’s jurisdiction. These data were 
not valid or meaningful for the purpose 
of fair return determination. In the pre- 
vailing circumstances, the so-called “cost 
of common stock capital” to natural gas 
pipeline companies was substantially less 
than the cost to typical electric utilities, 
although it is generally recognized that 
investment risk is somewhat greater for 
pipeline companies. 

Further, the so-called “cost of capital” 
was a formula, apparently used as a sole 
crutch in deriving an allowable rate of 
return to be applied to a net original cost 
rate base. Cost of capital, however defined 
and measured, is not as such a fair rate of 
return. The difference becomes extraordi- 


be beset by such semantic difficulties. Solution of regula- 
tory problems is a difficult enough process when reference 
is made to the guiding principles, without the added confusion 
and frustration that unavoidably result from calling different 
things by an undifferentiated name.” 
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nary when a rate of capital cost, measured 
primarily in terms of the current value of 
money, is applied to an original cost rate 
base expressed in noncomparable original 
cost dollars. 


a” say that cost of capital had long 
been established as an appropriate 
standard in rate regulation does not mean 
that it was or should be applied as a for- 
mula. Cost of capital, properly defined 
and estimated, is no more than evidence 
of a fair rate of return. The allowed re- 
turn should reflect the relevant economic 
considerations; the process should not be 
put into the strait jacket of either con- 
ventionalized legal theories or accounting 
formulae. The process of determining the 
fair return should be viewed as a whole. 
All of the elements of the determination 
should be consistent with one another. 
Rate regulation cannot be reduced to the 
application of a formula if the results are 
to be reliably fair and reasonable. 

The cost-of-capital standard should be 
applied (a) in the light of a careful defi- 
nition of what is meant by “cost of capi- 
tal,” (b) with an awareness of the dif- 
ferences between capital cost and fair re- 
turn, and (c) with the exercise of judg- 
ment in the light of all the relevant cir- 
cumstances. 

For these reasons I propose, in this se- 
ries of articles, 


1. To examine the principles of rate 
regulation which guide one toward the 
kind of cost-of-capital concept which 
has validity and meaning for the pur- 
pose of fair return determination; and 

2. To outline some of the considera- 
tions bearing upon the measurement of 
such a cost of capital. 
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The first step in this inquiry will be to 
consider the meaning of cost. Then we 
will identify the components of capital 
cost and note some of the reasons for the 
importance given to cost of capital in pub- 
lic utility regulation. 


Meaning of “Cost” 


oo is the key word in public utility 
regulation. Although basically an 
economic term and concept, it has taken 
on widely different meanings where used 
for different purposes. Cost may have one 
meaning to an accountant, another to an 
engineer, a third to a financier, and so on. 
It is necessary, therefore, to give the 
term cost an unequivocal meaning for the 
purposes of utility regulation, including 
the specialized purpose of determining 
cost of capital as evidence of a fair return. 
‘We may first consider the generally ac- 
cepted accounting concept of cost. In the 
simplest possible terms, cost in an account- 
ing sense means an increase of liability, 
or a diminution of assets, or both, in- 
curred within a given accounting period 
in order to produce a commodity or serv- 
ice and make a profit. Thus, the funda- 
mental accounting equation is: Sales rev- 
enue — cost = profit (or loss). 

It is the function of the accountant to 
record the results of operations. This in- 
cludes the determination of periodic in- 
come, or what the invested capital has in 
fact earned. Of course, an investment 
does not have economic value merely be- 
cause the investment has been made. 
Hence, the accounting equation (sales 
revenue — cost = profit [loss]) reflects 
a concept of “cost” that is properly re- 
lated to the purposes of accountancy. 

But the accounting concept is not prop- 
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The End Purpose of Regulation 


6¢ PimitTaTion of the monopoly power to exact excessive prices or to 


reduce quality of service to a minimum ts . . 


. the fundamental 


objective of regulaticn. Regulation proceeds by attempting to define a fair 

return which should be allowed on capital invested in the enterprise, but 

no more. In fact, a fair return is one which avoids the excesses of undue 

governmental interference with free private enterprise on the one hand, 

and on the other hand, oppression of the consuming public in the interest 
of unreasonably high private profits.” 





erly related to the purposes of the engi- 
neer, the financier, or the regulator. It is 
not their function to record whatever may 
be the results of operations, but to plan, 
to control, and to determine. The function 
of the regulator is to decide what prices 
the enterprise will be allowed to charge 
for services. Therefore, the regulator de- 
termines the earnings. 

Clearly, the accounting concept of cost 
is too narrow and not applicable for a 
business subject to regulation, where the 
purpose is determination of “‘total cost to 
serve,” and a fair return is included in 
“total cost.” The equation becomes: Sales 
revenues equal cost. The cost of common 
stock capital is thus assigned a cost status, 
equivalent with expenditures for, say, ma- 
terials and supplies. 


271 


ooo of the confusion in present-day 
utility regulation is due to a carry- 
over of the accounting concept of cost to 
the regulatory process. The definition as 
money outlay or increased liability carries 
with it, in Justice Jackson’s words, an il- 
lusion of certainty. The regulatory stat- 
utes provide no mandates that bind regu- 
latory commissions to blind or rigid ad- 
herence to accounting cost formulae. 

Let us next consider the meaning of 
cost from the viewpoint of engineers, who 
are primarily concerned with provision 
of physical means for production. When 
the question before the engineer is wheth- 
er or not a proposed expansion of produc- 
tion facilities is desirable, he must find an 
annual “cost” for the project which in- 
cludes not merely the operating expense 
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and depreciation but also return on the 
required capital, including equity earnings 
at some anticipated rate. In design anal- 
yses, capital cost may be substituted for 
operating expense, by substituting auto- 
matic machinery for manual processes, 
and vice versa. 

The financier makes a similar kind of 
choice when deciding whether or not to 
invest in a particular enterprise. Are the 
anticipated revenues of the business suffi- 
cient to return the capital intact, plus a 
reasonable return on the capital? 

A regulatory authority is thus con- 
cerned with cost in somewhat the same 
sense as is the engineer or the financier. 
All reflect an economic concept. Regula- 
tion is, or ought to be, an economic 
process. 

For this purpose, cost is properly used 
in its economic sense to mean a sacrifice 
required to achieve a hoped-for produc- 
tive result. Cost includes not merely ex- 
penses in terms of monetary expenditures, 
but also direct sacrifices of alternatively 
useful property, expenditures of owners’ 
and promoters’ time, and may take the 
forms of alternative income foregone or 
risk directly assumed. 


AS income which might have been de- 
rived from some alternative use of 
capital, but which was foregone when the 
capital was used for the chosen purpose, 
represents a cost as truly as does an out- 
lay of money. A risk directly assumed 
represents a cost as truly as does an ex- 
penditure, in the form of an insurance 
premium, for protection against a risk. 
Thus, the economic cost of capital is 
the return available from an alternative 
employment of the capital, subject to an 
equivalent risk, but which was foregone 
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where the capital was made available to 
the given enterprise. This is a functional 
meaning of capital cost, and only a func- 
tional concept is consistent with the pur- 
pose of rate regulation. 

Where debt capital is currently being 
acquired by arm’s-length bargaining in an 
organized securities market, the annual 
cost is the interest and other requirements 
related to the net proceeds realized by the 
borrower. The prospective yield at the 
price to the investor is determined by the 
returns available from an alternative em- 
ployment of the capital subject to corre- 
sponding risk. That yield is the best evi- 
dence of the return alternatively available. 
The cost established by the contract, and 
as accounted for by the company, thus 
corresponds to the economic concept of 
cost. 


iene concept of cost is not so readily 

understood or accepted when the cost 
is represented by common stock. Neither 
historical nor current cost of common 
stock capital can be determined from ac- 
counting records. But just as in the case 
of debt capital, the cost is measured by 
the prospective or hoped-for return re- 
quired to attract the capital from some 
other employment subject to correspond- 
ing risk. 

Cost is thus distinguished from an ex- 
pense, an expenditure or a disbursement 
of cash. Cost of capital does not neces- 
sarily represent a cash outlay—or even an 
accounting accrual of an obligation to 
make a cash outlay. All too often cost of 
capital is measured by interest and divi- 
dend payments. It has even been asserted 
or implied, in articles or testimony on the 
subject, that common stock capital has no 
cost when the company is not paying divi- 
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dends. But a company does not have zero 
cost of stock capital merely because it pays 
no dividends. Similarly, the cost of capital 
is not low merely because the dividend 
rate is low. The contrary is often the fact. 
For example, an air-line carrier, having 
relatively uncertain earnings prospects, 
has a relatively high cost per dollar of 
capital, regardless of whether it is paying 
out only minor or substantial dividends. 


Components of Capital Cost 


Pye of capital includes two compo- 
nents: investors’ return requirement 
and cost of financing. 

Investors’ return requirement, the larg- 
est part of capital cost, is the prospective 
return required by investors to induce 
commitment of their capital to the enter- 
prise. What does an investment give? 
Short answer: A certain probability of a 
certain amount of future annual return. 
A relatively low probability—z.e., a high 
degree of risk—is naturally discouraging, 
so it has to be counterbalanced by a rela- 
tively high amount of return per dollar of 
capital, And vice versa. This return re- 
quirement includes compensation required 
by investors (a) for the mere use of 
funds, assuming no risk, and (b) for the 
tisk present in the particular use of the 
funds. No one who has saved willingly 
permits his savings to be used as capital 


q 
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by someone else without adequate com- 
pensation (return) for use of the capital 
and for risk-taking. The machinery of the 
capital markets facilitates choices among 
a wide variety of investment media sub- 
ject to different degrees of risk. 

The necessary return on investment 
also includes compensation for the effort 
of making investment choices and of giv- 
ing attention to investments already made. 
These three components of investors’ re- 
turn requirement are not separately priced 
in the market. There is no contractual 
rate of riskless interest or contractual rate 
of compensation for risk. 


pad OF FINANCING, the second, and 

smaller component of cost of capital, 
includes the costs directly incurred by the 
enterprise, in the form of underwriting 
commissions plus registration and other 
costs, required to enable it to obtain ac- 
cess to the capital supply. 

In its broader meaning, capital cost also 
includes depreciation. Productive assets 
unavoidably wear out and become obso- 
lete. Depreciation expense is a continuing 
cost of maintaining the productive capaci- 
ty or integrity of the capital being used to 
supply service. However, the definition 
and measurement of depreciation, as a 
cost, is itself a subject of great difficulty 
and of exceptional current importance. 


“To say that cost of capital had long been established as an 
appropriate standard in rate regulation does not mean that 
it was or should be applied as a formula. Cost of capital, 


properly defined and estimated, is no more than evidence of 
a fair rate of return. The allowed return should reflect the 
relevant economic considerations; the process should not be 
put into the strait jacket of either conventionalized legal the- 
ories or accounting formulae.” 
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For this reason, we shall here consider 
depreciation only when required by the 
context. 


Importance of Capital Costs 


oo rates are prices. The function 
of utility rates, like that of other 
prices, is to guide economic traffic; that 
is, to distribute the products of our econo- 
my among the people who want to use 
and consume them. 

The attention of regulatory authorities, 
however, is directed in major part to the 
reasonableness of earnings on capital, in- 
stead of to the reasonableness of utility 
rates in terms of their function as prices 
of the service. 

There are two principal reasons for the 
concentration on the problem of measur- 
ing the cost of capital: 


1. It does not take the form of a cash 
outlay corresponding in amount to the 
economic cost, so that proper measure- 
ment is difficult in comparison with the 
costs of labor and materials or taxes, 
and 

2. It is a substantial portion of total 
cost to serve. 


The costs of labor and services, ma- 
terials purchased currently, and taxes (by 
far the larger proportion of total cost of 
utility service) are more or less auto- 
matically determined by established mar- 
ket conditions or by public authority. The 
questions presented in a rate proceeding 
as to recognition and measurement of 
these costs are usually of relatively minor 
importance. 


HE case is different with capital used 
in the business. The capital already 
employed is not being hired in the current 
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markets. Even if it were being currently 
hired, the cost would be difficult to define 
and to measure. 

This element of total cost to serve—i.e., 
cost of capital—is especially significant in 
the utility industries, because of the rela- 
tively large amounts of capital used. Typi- 
cally, including annual depreciation ex- 
pense, cost of capital is from one-quarter 
to one-third of total cost for electric utili- 
ties and gas transmission companies, a 
little over one-sixth for gas distributing 
utilities, and less than one-tenth for gen- 
eral manufacturing. These proportions re- 
flect averages of earnings on capital and 
the provision made for depreciation as re- 
ported for the years 1948-52, inclusive. 
The figures are subject to adjustment in 
the degree that the utility industries have 
not, in fact, earned their capital costs dur- 
ing this postwar period. 


Need for Guiding Standards 


a the leading case on the rate of return, 
the Supreme Court of the United 
States said :* 


...A public utility is entitled to such 
rates as will permit it to earn a return 
on the value of the property which it 
employs for the convenience of the pub- 
lic equal to that generally being made 
at the same time and in the same gen- 
eral part of the country on investments 
in other business undertakings which 
are attended by corresponding risks and 
uncertainties . . . The return should be 
reasonably sufficient to assure confi- 
dence in the financial soundness of the 
utility and should be adequate, under 
efficient and economical management, 
2 Bluefield Water Works & Improvement Co. v. 


Public Service Commission, 262 US 679, 692-3, 
PUR1923D 11, 20, 21. 
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Alternative Use of Capital 


66 AN income which might have been 

derived from some alternative use 
of capital, but which was foregone when 
the capital was used for the chosen pur- 
pose, represents a cost as truly as does an 
outlay of money. A risk directly assumed 
represents a cost as truly as does an ex- 
penditure, in the form of an insurance 
premium, for protection against a risk. 
Thus the economic cost of capital is the 
return available from an alternative em- 
ployment of the capital, subject to an 
equivalent risk, but which was foregone 
where the capital was made available to 
the given enterprise.” 








to maintain and support its credit and 
enable it to raise the money necessary 
for the proper discharge of its public 
duties. 


Generally similar language was used by 
Mr. Justice Douglas to express the dictum 
of the court in the more recent Hope 
Case 3 


. . . From the investor or company 
point of view it is important that there 
be enough revenue not only for operat- 
ing expenses but also for the capital 
costs of the business. These include 
service on the debt and dividends on the 
stock... . By that standard the return 
to the equity owner should be commen- 
surate with returns on investments in 
other enterprises having corresponding 
risks. That return, moreover, should be 


8 Federal Power Commission v. Hope Nat. Gas 
Co. (1944) 320 US 591, 51 PUR NS 193, 200. 
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sufficient to assure confidence in the fi- 
nancial integrity of the enterprise, so as 
to maintain its credit and to attract 
capital. 


In the Hope Case, the Supreme Court 
thus appears to recognize a capital cost 
standard as the criterion of reasonable- 
ness, but the dictum of the court provides 
no specific criteria. The language used by 
Mr. Justice Douglas was not free of am- 
biguity; the opinion raised many ques- 
tions by implication but answered few. 


- Deemmnten of the Supreme Court is not 

intended. The court has voluntarily 
limited the scope of judicial review of ad- 
ministrative decisions and has left to the 
regulatory commissions a primary, but 
not a final, responsibility: 


(a) For developing standards of 
reasonable utility rates ; 
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(b) For determining the kinds of 
evidence and the methods appropriately 
to be used in reaching a reasonable end 
result; and 

(c) For weighing and appraising the 
significance of the evidence. 

The court does require that the com- 
mission make adequate findings of fact 
and spell out the basic reasons for its find- 
ings in the light of the evidence in the 
record. 

The responsibility to fix reasonable 
rates now rests squarely with the commis- 
sions. That responsibility is not discharged 
by use of formulae designed merely to fix 
rates which are not so low as to be con- 
fiscatory under the new rules as to admin- 
istrative finality. It is no proper defense 
of regulatory action that is arbitrary, 
illogical, or inconsistent with the weight 
of the evidence to say: “The court did not 
reverse.” 

As no one has intuitive knowledge of 
the reasonableness of rates, guiding stand- 
ards need to be recognized and estab- 
lished. Only as a rare coincidence are 
reasonable results to be expected from 
use of methods not guided by principle, 
or justifiable only on grounds of 
expediency. 


HE interests of investors and con- 

sumers may conflict, at least in the 
short term. Rates are always too high— 
at least in the sense that, as consumers, 
we would be happy to pay less for service. 
Similarly, investors are always willing to 
accept a higher rate of return. 

However, a standard of return de- 
termination that serves the short-term, 
self-interest of either investors or con- 
sumers serves no interest well over the 
long term. 
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Mr. Justice Douglas said, in the Hope 
Case opinion: 

The rate-making process under the 
act, t.¢., the fixing of “just and rea- 
sonable” rates, involves a balancing of 
the investor and the consumer inter- 
ests. 


Perhaps all would agree that the prop- 
er function of the regulatory authority is 
not limited to protection of either con- 
sumer or investor interests. Government 
ought to be above all pressure groups— 
keeping them in balance, recognizing their 
needs but on guard against their aggres- 
sion. But the proper function of regula- 
tion is not limited to a balancing of the 
investor and the consumer interests. The 
touchstone ought to be the general public 
welfare, which transcends any one or the 
sum of all special interests. The purpose 
of rate regulation is to serve the ends of 
social economy in the operation of a free 
enterprise system. Particular prices or 
profits should not be looked on as good 
merely because they benefit some person 
or corporation or a class of the com- 
munity, as either consumers or investors, 
without regard to the effect on the gen- 
eral public welfare. 


om. the answers cannot be 

found by use of any simple formula. 
No formula can deal adequately and fair- 
ly with all the complexities of determin- 
ing reasonable rates for utility services in 
a period characterized by rapid economic 
changes. The use of a formula provides 
no assurance that the end result is rea- 
sonable unless it is first established that, 
in the circumstances, the formula is rea- 
sonably adapted to the purpose. This is 
particularly true of the cost-of-capital for- 
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mula to be used as a measure of a fair rate 
of return to be applied to a net original 
cost or other nominal dollar rate base. 

The means should be adapted to the de- 
sirable ends sought or the legitimate pur- 
poses to be served. A carpenter who wants 
to divide a board into equal lengths will 
use a saw, not an axe, and certainly not 
a hammer, even though continued ham- 
mering might sever the board. 


The Capital Attraction Standard 


M® Justice Douctas, in the Hope 
Case, placed much emphasis upon 
his conclusion that the earnings to be 
available under the commission’s rate or- 
der would be adequate to enable the com- 
pany to continue in successful operation, 
to maintain its credit, and to attract new 
capital. The last of these three attributes 
is inclusive of the first two. When earn- 
ings are adequate to enable a company to 
attract new capital, they are adequate to 
enable the company to continue in success- 
ful operation and to maintain its credit. 

In part because of the impetus given by 
Mr. Justice Douglas’ choice of language, 
the “capital attraction standard” of rate 
regulation subsequently acquired a con- 
siderable measure of acceptance. In many 
rate cases, emphasis has been placed on 
the prospective new capital requirements 
of the company, and on the return needed 


q 


€ 


to enable the company to attract the capi- 
tal. Otherwise, the company would be un- 
able to meet rapidly growing demands for 
service or make needed improvements in 
service. A customary defense of the origi- 
nal cost formula of rate regulation (com- 
bining an original cost rate base with a 
current cost rate of return) is that it will 
fix rates at a level adequate to enable the 
company to attract new capital in sub- 
stantial quantities. 

Regardless of this measure of accept- 
ance, the capital attraction standard has 
never been defined so as to remove am- 
biguities and make it sufficiently definite 
for use in a “balancing of the investor and 
the consumer interests.” 


zz to attract capital is not an abso- 
lute, but is a relative attribute. The 
mere statement that rates should be ade- 
quate to enable a public utility to attract 
capital does not go far enough to be mean- 
ingful. Ability of a company to raise some 
additional capital is no indication that its 
credit has not been impaired or that it is 
earning a fair return. Almost any enter- 
prise can raise some additional capital at 
some price at almost any time. The real 
questions become: “What kind of capi- 
tal?” “At what cost?” and “To whom?” 

Is the return sufficient to attract capital 
to the enterprise if it is able 


“ABILITY to attract capital is merely a pragmatic test of rea- 
sonableness based on considerations of expediency and not of 
principle. This concept of return relates to whatever may be the 


existing capitalization and the requirements of the outstanding 
securities. It is irreconcilable with the principles of rate regu- 
lation. The capitalization of an enterprise may vary from either 
the fair value of the used and useful property or the investment 
prudently made in the enterprise.” 
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a) to sell bonds or additional com- 
mon stock at any price, or 

b) to sell common stock at a price 
which dilutes the fair value of the exist- 
ing common stock investment 


to obtain 


a) funds for refinancing, or 
b) to finance new construction? 


To attract capital means in what 
quantities 
a) when additional capital needs to 
be obtained in substantial amounts 
from investors 
(a) to meet expanding demands 
for service, or 
(b) to provide an increased mar- 
gin of reserve capacity, 


b) when internal sources of capital 
funds are adequate (or more than ade- 
quate) within the foreseeable future, or 

c) when the ratio of debt (or debt 
and preferred stock) to total capital is 
excessive, by current financial or regu- 
latory standards, as the result of 

(a) imprudent financial manage- 
ment, or 

(b) managerial decisions which, 
in the light of changed economic or 
financial circumstances, now appear 
to have been mistaken? 


HE capital attraction standard pro- 
vides no satisfactory answers to these 
questions. No guide is available without 
reference to some broader principle of 
rate regulation. 
Ability to attract capital is merely a 
pragmatic test of reasonableness based on 
considerations of expediency and not of 
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principle. This concept of return relates | 
to whatever may be the existing capitali- | 
zation and the requirements of the out- | 
standing securities. It is irreconcilable 
with the principles of rate regulation. The 
capitalization of an enterprise may vary 
from either the fair value of the used and 
useful property or the investment pru- 
dently made in the enterprise. The meas- 
ure of a fair return is not a mere ability 
to attract capital. Ability to do so on 
reasonable terms without diluting the fair 
value of the past investment actually 
made in the enterprise is a more useful 
and significant standard, but this state- 
ment merely shifts the inquiry to the 
question of what is meant by fair value 
of the past investment : 


Instead of giving a utility a reason- 
able return because it is just, we now 
ask what rate is necessary to maintain 
it as a going concern and to attract new 
capital. Justice is a moral concept, 
necessity is a power concept.* 


fae whole concept of fairness in rate 
regulation concerns the treatment of 
investment already made in the public 
service, and hence irretrievably sunk and 
dependent on fair regulatory treatment. 
The capital attraction standard looks 
to the requirements of investment yet to 
be made. Those requirements may be 
either more or less than the return re- 
quired in fairness to the existing in- 
vestors. What of the situation where no 
additional investment is in prospect and 
therefore there is no such requirement? 
Investment already made in public utili- 
ties should have an opportunity to earn 
4“Rate of Return and the Value of Money in 


Public Utilities,” by Walter A. Morton, Land Eco- 
nomics, May, 1952, p. 119. 
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The Investor Looks to the Future 


6¢ naka adopted regulatory formula, however arbitrary, does not 

expropriate investments not yet made in the business. Prospective 
investors appraise whatever may be the new regulatory policy or method 
and make their investments on that basis. They are not interested in what 
has happened to capital already sunk in an enterprise, except in the degree 
that they may come to believe that the unfair treatment of the old 1s indica- 
tive of some other unfairness that may be experienced in the future by the 
new investment.” 








whether or not additional capital will be 
required in the future. 

When the value of money has declined, 
as in recent years, a fair return on the 
past investment is not required to attract 
additional capital. 

Again, quoting Professor Morton: 


The new purchaser comes with an 
inflated dollar to buy prospective in- 
come in inflated dollars. The old in- 
vestor is helpless because his capital is 
already committed; the new investor 
looks to the present and future, and is 
not concerned with past injustices. 
Although original investors may, in 
fact, lose much real value, the new in- 






a fair return, if it can, regardless of 
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vestor will buy shares so long as the 
yield is satisfactory.® 


HE new investor is not directly 

affected by unfair past regulatory 
treatment or by the expropriation of fair 
values of investments already made. A 
newly adopted regulatory formula, how- 
ever arbitrary, does not expropriate in- 
vestments not yet made in the business. 
Prospective investors appraise whatever 
may be the new regulatory policy or 
method and make their investments on 
that basis. They are not interested in 
what has happened to capital already sunk 
in an enterprise, except in the degree that 


5 Ibid., p. 117. 
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they may come to believe that the unfair 
treatment of the old is indicative of some 
other unfairness that may be experienced 
in the future by the new investment. The 
prospective investors, the underwriters, 
and the securities brokers have no obliga- 
tion to protect the equitable interests of 
the existing investors; that is the respon- 
sibility of the regulatory commissions and 
of the courts. The most disturbing fea- 
ture of the decisions in the Northern 
Natural and a number of other recent 
cases is the failure of some commis- 
sions to recognize and to exercise this 
responsibility. 

Local public utilities generally have a 
legal duty to supply service upon demand. 
Regulatory commissions may order the 
utility to expand its facilities. When 
enterprise capital has been committed to 
local utilities, it is uniquely dependent 
upon fair treatment by the regulatory 
authority. 


+ hee directors of the corporation can- 

not protect its stockholders by refus- 
ing to authorize a needed program of 
plant expansion where the anticipated 
additional net revenues to be derived 
therefrom are not equal to the economic 
cost of the required capital or are so low 
that the return on the old investment 
would be unfairly diluted. 

The basic responsibility of any board 
of directors is to the stockholder-owners 
of the corporation. It is the duty of man- 
agement to do everything within its power 
to provide a fair return for the owner- 
investors. In the present circumstances, 
a fair return is not measured by the re- 
turn that will merely attract additional 
capital. The question of what is in fact 
a fair return is properly to be answered 
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on the merits. It begs the question to 
assume that a given return is fair and 
reasonable because it will enable the com- 
pany to pay dividends at an established 
rate or will maintain the market price of 
its stock at an approximation of its book 
value or at some previously established 
market value. The management of a regu- 
lated enterprise fails to recognize and 
exercise its responsibility when it is in- 
different toward the problem of pro- 
viding for the stockholder-owners an 
opportunity to earn a fair return. 

Some regulated enterprises, such as 
pipeline companies, apparently have no 
legal obligation to undertake a major 
expansion of facilities to meet growing 
market demands. Therefore, although 
securities could always be sold at a price 
in these situations, new financing might 
come to an end as a matter of managerial 
discretion if the new financing would 
mean dilution of the otherwise existing 
value of the older investment. Capital 
already invested in the pipeline companies 
is in these respects not quite as helpless 
as is capital sunk in electric, telephone, 
gas-distributing, and other local utilities. 

For these several reasons, the capital 
attraction standard must be rejected 
as an appropriate guide in utility rate 
regulation. 


Purpose of Public Utility Regulation 


bees most basic principle of public 
utility regulation is so obvious, so 
logical, and so well established by history 
and authority that no alternative has ever 
become available. It is practically an 
axiom: 
The purpose of public utility regula- 
tion is to give the public both the advan- 
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tages of fair competition and of 
monopoly within the market served, 
but without the disadvantages of either. 


We are going to come back again and 
again to this first principle. The validity 
of a proposed solution to a regulatory 
problem should always be judged by the 
answer to this question: Would the pro- 
posed solution be consistent with the basic 
purpose of utility regulation? In other 
words: Would it promote the purpose of 
regulation—which is to bring certain ad- 
vantages of competition to a field of 
economic activity in which direct competi- 
tion is uneconomic and undesirable? 

Everyone understands that competition 
is the basis of our private enterprise 
economy and that competition has been 
continuously the starting point for Ameri- 
can thinking on economic problems. 

As Woodrow Wilson said in 1913, at 
about the time of the beginnings of com- 
mission regulation, “Each enterprise must 
be dependent on its own initiative and 
effectiveness for success, and upon the in- 
telligence and business energy of the men 
who officer it. And so all along the line: 
Monopoly is to be cut off at the roots.” 

Then, as now, the general idea is that 
competition is the life of trade. The more 
active the competition the better will be 
conditions, so long as the competition is 
fair. 

For decades competition was tried as 
the means of regulating public utili- 
ties. Prior to establishment of strong 
state commissions, beginning in 1907, it 
was assumed that competition among pub- 
lic utilities was in the public interest. This 
policy was consistent with the traditional 
American belief in competitive private 
enterprise. To supply electric service, for 


example, numerous competing companies 
were organized and encouraged, particu- 
larly in the larger cities, with the idea that 
competition would protect the public. 

The new companies almost inevitably 
merged or were swallowed up; and the 
same procedure occurred again and again. 
Competition did nct work well for public 
utilities. The public interest was not ade- 
quately protected; competition was found 
to be uneconomic and to cause incon- 
venience and inferior service to the public. 
The reasons, in brief, were: 


Duplication of productive plant and 
equipment and of transmission and dis- 
tribution lines is wasteful and increases 
the cost of service. In urban areas, 
duplication is impractical and in some 
instances would be impossible. 

Electric, gas, and some other utilities, 
but not including telephone utilities, 
evidence a strong tendency toward re- 
duced unit costs of service with in- 
creased scale of organization and opera- 
tion. Larger production units tend to 
be both more efficient and more 
economical. 

The necessary investment in plant 
and property is relatively large in rela- 
tion to annual revenue or volume of 
service. Current operating expenses are 
relatively smaller than for nonutility 
businesses. 

6 A large proportion of the costs to serve is con- 
stant in the sense that, within the limits of existing 
capacity, those costs do not vary with the number 
of units of service supplied to consumers. The plant 
of the size of maximum economy is a plant large 
enough to supply all the demands within the defined 
market area. 

_When more than one company is present in a 
given market, the pressure is toward “cutthroat 
competition,” since an increase in volume of sales, 
if obtainable, yields a disproportionate increase in 
return, For these reasons, rate wars tended to de- 
plete the financial resources of the competing com- 


panies and threatened the availability and quality of 
public service. 
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Fo these reasons, the idea was that 

regulation would function as a substi- 
tute for competition, in the industries 
which are naturally monopolistic, where 
competition would not protect the public 
interest. The purpose was to avoid both 
the disadvantages of competition among 
naturally monopolistic enterprises and the 
disadvantages of unregulated monopoly, 
particularly rates which are so high that 
they yield monopoly profits. . 

Limitation of the monopoly power to 
exact excessive prices or to reduce quality 
of service to a minimum is thus the funda- 
mental objective of regulation. Regula- 
tion proceeds by attempting to define a 
fair return which should be allowed on 
capital invested in the enterprise, but no 
more. In fact, a fair return is one which 
avoids the excesses of undue govern- 
mental interference with free private en- 
terprise on the one hand, and on the other 
hand, oppression of the consuming public 
in the interest of unreasonably high 
private profits. 

The actual value of any productive 
property depends upon its earning capac- 
ity; prospective earnings depend upon the 
prices being charged for the product or 
service. The reasonableness of the rates 
to be charged for a given utility service is 
usually the very question at issue. There- 
fore, regulation cannot use as the measure 
of reasonableness whatever may be the 
existing values of utility properties, since 
these depend upon prospective earnings. 
The existing actual values may be either 
more or less than fair values. Regula- 
tion must look to external criteria of 
reasonableness. 


N its historical origins, the function of 

regulation was to control prices and 
service in as nearly as possible the way 
they would have been controlled by fair 
competition, were competition among 
public utilities practicable, economic, and 
effective. This concept continues to be the 
fundamental guide to the solution of regu- 
latory problems, for these several basic 
reasons: 

First, private enterprise and price 
competition continue to be accepted and 
maintained as the general policy of 
American society. Ours is primarily a 
competitive, private enterprise society. 
The idea of regulation as a substitute 
for competition is consistent with the 
functional purpose of inducing the in- 
vestment of capital from _ private 
sources. 

Second, because the maximum social 
economy is achieved by allowing prices 
to guide the available productive re- 
sources to their best uses in the most 
economical or least-cost combinations. 
The principle provides a sound guide 
toward avoidance of wasteful under 
or overdevelopment of public utility 
enterprises. 

Third, no other practical criterion 
will produce reliable results under the 
ever-changing conditions of a dynamic 
economy ; no other standard provides a 
basis for flexible adaptation to chang- 
ing economic climates. 

Fourth, the established prices which 
correspond with those which would be 
fixed by the processes of free competi- 
tion are fair both to the investors and 
to the consumers. 


Part II of this article will appear in the next issue of the ForTNIGHTLY. 
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Putting Human Relations Research 
To Work 


This article demonstrates the value of utility company practice in 
developing and improving employee relations. It describes a hu- 
man relations research project which one company has been carry- 
ing on in collaboration with the University of Michigan. The pur- 
pose is to find out what the employees think of their jobs, superiors, 
and working conditions, and how they evaluate such things. 


By ROBERT E. SCHWAB* 


HE electric light and power industry 
is one which has benefited greatly 
over the years from research in the 
physical sciences. The same open-minded 
approach to our human relations problems 
promises even greater rewards in the 
years ahead. Better answers to our human 
problems offer both an opportunity to 
greatly improve the effectiveness of our 
organizations and to increasingly meet the 
needs of each employee for a sense of per- 
sonal worth and satisfaction with his part 
in the enterprise. 
Recognizing the need for more objec- 
tive information on which to build good 
*Assistant manager of employee relations, The 


Detroit Edison Company. For additional personal 
note, see “Pages with the Editors.” 
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employee relations, The Detroit Edison 
Company, in 1947, entered into a human 
relations research agreement with the 
Survey Research Center at the University 
of Michigan. The fact that the association 
has been renewed year by year is evidence 
of the increasing values of this research 
partnership to both the company and the 
Survey Research Center. 

The original contract between the com- 
pany and the university included this state- 
ment of the objective and purpose of the 
studies : 

1. To measure the differences in em- 
ployee working morale in the various 
departments of the Edison organiza- 
tion. 
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2. To determine the reasons for these 
differences. 

3. To carry out a detailed investiga- 
tion of what constitutes good super- 
vision and leadership in the working 
situation. 

4. To furnish basic data for specific 
remedial measures that would increase 
working effectiveness. 

5. To contribute data to the university 
program of basic research in the field 
of human relations. 


I’ our early discussions about this pro- 

gram, it was recognized that research 
results alone would not solve human rela- 
tions problems. Reports which would wind 
up on someone’s desk and soon find their 
way to files might give the researcher a 
sense of accomplishment but would con- 
tribute little to the solution of industry’s 
problems. 

Thus, at the start of our asso- 
ciation, the method of using the research 
findings became almost as important a re- 
search problem to us as the securing of 
data itself. Our concern for putting re- 
search to work has been shared by the 
social scientists on the campus, and this 
has been a major factor in the continuing 
success of our relationship with them. 

The basic research tool used by the Sur- 
vey Research Center is the careful meas- 
urement of how employees and super- 
visors feel about their jobs, supervision, 
and the company and its policies. In this 
step, their methods do not differ greatly 
from other well-done attitude surveys. 
Here the similarity ends, for whereas 
most attitude surveys are considered an 
end in themselves, ours were used as a 
basis for discussions with supervisors and 
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employees and for many studies compar- 
ing attitudes to other important factors in 
the work situation. 

Since the first attitude survey was made, 
attitudes and morale have been related to 
such factors as supervision, absence rates, 
concern for costs, “promotability” of su- 
pervisors, pay, and benefits. It is from 
these studies that we begin to learn some- 
thing about employee and supervisor 
morale and motivation. Surveys have also 
been used to measure the effectiveness of 
training programs and other activities 
aimed at improving human relations. 


+ om of the recurring conclusions 
reached in our own and other studies 
of human relations is the fact that the kind 
of leadership we provide has an important 
influence on morale and productivity. Ef- 
fective leadership requires sincere concern 
for the employee as an individual, and ac- 
ceptance of him as a full member of the 
team. 

There. are many ways in which this 
attitude is evidenced in day-to-day rela- 
tions between a supervisor at any level in 
the organization and those who report to 
him. Such relationships are characterized 
by statements of employees in high morale 
work groups that 


They feel free to discuss important 
things about their jobs with their super- 
visor. 

It does some good to discuss impor- 
tant things about the job with their 
supervisor. 

They have a good idea of what their 
supervisor thinks of their work. 


On the other hand, relatively few em- 
ployees in low morale groups feel this way 
about their supervision. In other compa- 
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nies where productivity measures are 
available, similar attitudes are found in 
high productivity work groups. 

In studies comparing employee attitudes 
with absence rates, it was found that em- 
ployees in work groups with low absence 
rates felt more free to talk over both job 
and personal problems with their super- 
visor. In low absence rate groups, more 
employees felt that their supervisor was 
good at handling people, and that he would 
go to bat and stand up for them. Em- 
ployees who felt they were given recogni- 
tion for good work done were also more 
likely to be in the low absence groups. Ab- 
senteeism greatly reduces the efficiency of 
a work group and increases costs. To the 
extent that it can be reduced through de- 
veloping better supervisors, good human 
relations is good business. 


| oneren study compared attitudes of 


employees with attitudes of super- 
visors toward recognition for good work. 
Supervisors generally felt that a “pat on 
the back” was an effective way of recog- 
nizing good performance. Employees 
rated this rather low and placed high on 
their list training by their supervisor for 
better jobs. Supervisors had not looked on 
this as a particularly effective method of 
recognition. Other studies showed similar 
discrepancies between attitudes and beliefs 
of supervisors and their employees. Such 
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findings have considerable significance for 
supervisor training and development. 

One of the most important factors in- 
fluencing an employee’s attitude and ac- 
tion appears to be how much opportunity 
he is given to participate in thinking about 
job problems and the policies which affect 
his relationship with the company. The 
extent to which participation is practiced 
with a work group is significantly related 
to morale, productivity, attitudes, absence 
rates, and cost concern. 


| ganna as seen by employees is 
reflected in such statements as 


My supervisor likes to get my ideas 
and tries to do something about them. 

My supervisor frequently has meet- 
ings where we can talk things over. 

Group discussions with our super- 
visor help. 


Although the number of meetings was 
often looked on as a measure of the extent 
to which they were brought in on things, 
meetings had to be considered worth while 
or they resulted in poor rather than good 
attitudes toward the supervisor. If the 
meetings were felt by employees to be 
valuable, they generally felt their super- 
visor was good at handling people. Where 
meetings were held but looked on as not 
being worth while, relatively few felt the 
supervisor to be good at handling people. 


“ONE of the most important factors influencing an employee’s 
attitude and action appears to be how much opportunity he ts 
given to participate in thinking about job problems and the 


policies which affect his relationship with the company. The 
extent to which participation is practiced with a work group 
is significantly related to morale, productivity, attitudes, ab- 
sence rates, and cost concern.” 
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Actually, the supervisor who held no meet- 
ings at all was looked on by his employees 
more favorably than those who held meet- 
ings that were considered to be of little 
value. 


i one group of departments, a controlled 

experiment was conducted to deter- 
mine the effect of holding group discus- 
sions concerning employee attitudes. In 
one of these departments, the employees’ 
attitudes were reported back to them but 
no discussions were held. In the other de- 
partments, a series of discussions were 
held using results of an attitude survey in 
their own group as a basis for discussion. 
Where these discussions were held with 
the supervisors alone, there was some im- 
provement in morale of employees under 
their supervision. A greater improvement 
in morale occurred where discussions were 
held first with supervisors and later by 
the supervisors with their employees. No 
change occurred in the department which 
did not hold discussions. In the depart- 
ments holding discussions, significant 
changes took place in attitude toward the 
retirement plan, interest in the job, feeling 
of group pride, satisfaction with the 
amount of responsibility, feeling that their 
work was important to the operation of 
the company, and other work-related fac- 
tors. 


NX interesting confirmation of the re- 

quirements for good supervision was 
found in a study of our supervisor ap- 
praisal and development plan. Compari- 
sons were made between superiors’ evalua- 
tion of a supervisor and his subordinates’ 
attitudes toward him. Supervisors rated 
highest were found to be those who most 
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frequently had employees reporting that 
they felt very free to discuss job and per- 
sonal problems with their supervisor, that 
they knew what their supervisor thought 
of their work, that they had group meet- 
ings where things could be discussed, and 
that they have a supervisor who frequently 
gives recognition for good work done, 
often by training them for better jobs. In 
turn, the highly evaluated supervisors 
themselves more frequently feel that they 
participate in decision-making with their 
department head, feel more satisfied with 
the way they are brought in on changes, 
and feel more sure of what their superior 
thinks of their work. 


DP eqemcny- nic with the development 
of the human relations research pro- 
gram, training of supervisors in human 
relations principles was started. This train- 
ing began at the top with company officers 
and progressed through successive levels 
of supervision until it covered all line man- 
agement people, down to and including 
first-line supervisors, some 1,200 in all. 
Central theme of the training was the con- 
cept of “democratic” supervision, which 
emphasized the importance of and meth- 
ods involved in sharing problems with a 
work group. Consideration was given to 
the psychological factors which influenced 
employee attitudes and morale in the work 
situation. 

This training program is fully re- 
ported in the book, Principles of Human 
Relations, by Dr. Norman Maier of the 
University of Michigan, published by 
Wiley. Currently, new supervisors are 
given training which emphasizes the na- 
ture and importance of their leadership 
role. 

As evidence of the values of participa- 
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Making the Employee a Member of the Team 


6¢ PDeESEARCH in human relations is pointing more and more to the con- 

clusion that high morale and high productivity result from a recog- 
nition of the need of the employee to be accepted as a full member of the 
team. The opportunity to participate appears to be one of the most impor- 


tant factors in motivation. If we expect our employees wholeheartedly to 

support our company objectives and to put their best efforts and willing 

co-operation at our disposal, we must provide more than a good physical 
environment, fair pay, and generous benefits.” 





tion increased, new ways were found to visors, and currently with nonsuper- 
utilize it in our working relationships. visory employees in one large depart- 
Some of these were: ment, to determine what problems exist 
which result in less than satisfactory 
working relationships. 

5. A program of work simplification 
based on the participation of super- 
visors and employees in the develop- 
ment of improved methods in doing 
their jobs. 


1. The solution of day-to-day work 
problems in many groups in the com- 
pany. 

2. The development of a number of 
important personnel policies through 
discussions with supervisors and in 
some instances with employees. 

3. The feedback of employee attitude r is difficult to estimate the extent to 
survey results to departments for dis- which supervisors have extended the 
cussion and recommendation. principle of participation in sharing day- 

4. A series of meetings with all super- to-day problems with their work groups. 
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During the training period itself, many 
specific examples were reported. A recent 
example illustrates the values of partici- 
pative supervision. 


HE department head concerned has 

been increasing the efficiency of his 
operations through what he calls “job en- 
largement.” By combining routine and 
highly specialized jobs, he has been able 
to build back into them more variety and 
responsibility. Employee interest and mo- 
tivation are thereby increased and higher 
morale and production result. A signifi- 
cantly greater work load has been ab- 
sorbed in this way without an increase in 
the number of employees. The department 
head feels he has been able to make these 
improvements because employees con- 
cerned have been consulted in the changes 
and helped plan the revised jobs. In one 
case, one of his supervisors planned to 
replace an employee who was leaving. 
She was encouraged to talk it over with 
the group, and they suggested a rear- 
rangement of the machines and the work 
which made the replacement unnecessary. 
In this same department, employees given 
an opportunity to discuss the most effec- 
. tive office layout, recommended that they 
adopt one which the department head also 
felt was best, but which he believed the 
employees would have opposed had they 
not been consulted on the change. The em- 
ployees also suggested further improve- 
ments in the layout, which neither the de- 
partment head nor the methods’ expert 
had thought of. 

Results such as these can be realized 
only where mutual respect and co-opera- 
tion have been developed. When multi- 
plied many times through many super- 
visors, they add up to increasingly effec- 
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tive operations and greater satisfaction 
on the part of employees. 


Ov original attitude survey indicated 

that employees were not well satis- 
fied with some company policies and bene- 
fits. Knowing that participation was one 
of the factors that contributed to satisfac- 
tion with decisions, it was agreed to dis- 
cuss these matters thoroughly with super- 
visors and solicit their ideas and recom- 
mendations before changes were made. 
Meetings were held with supervisors on 
important policies, such as the retirement 
plan, hospitalization and surgical insur- 
ance, and a transfer and promotion policy. 
In each case significant changes were made 
with resulting improvement in attitudes. 
Here again it is difficult to evaluate the 
extent to which participation contributed 
to satisfaction with the results. It is clear 
that better understanding of the problems 
involved was developed both on the part 
of employees and management, and 
changes were based on this mutual under- 
standing. 

The effectiveness of feedback of results 
of the attitude survey for discussion be- 
tween supervisors and their work groups 
has already been mentioned. From our 
studies, it would appear that discussing 
employees’ points of view with them, as 
was done when we talked about their atti- 
tudes, normally leads to better understand- 
ing and higher morale. Perhaps the im- 
portant conclusion here is that the super- 
visor needs to find occasions to talk with 
his employees about their feelings toward 
their jobs. Attitude survey results can be 
the basis for such discussions. 


_ example of extending par- 
ticipation on a company-wide basis 
was a series of meetings with all super- 










PUTTING HUMAN RELATIONS RESEARCH TO WORK 


visors. In these meetings supervisors were 
encouraged to talk about anything which 
prevented their most effective operation 
or the development of good relationships 
in their work groups. Members of top 
management met with them in small 
groups and encouraged their frank ques- 
tions and criticisms. Answers to ques- 
tions which could not be given in the meet- 
ings were worked out and passed back. 
Changes in policy were made where dis- 
cussions indicated it to be desirable. At 
the present time, one large department has 
extended this type of meeting to nonsuper- 
visory employees, and it appears that it 
will have equally beneficial results. 

One additional step was taken as a re- 
sult of these meetings with supervisors. 
It was found through the discussions that 
there were concern and misunderstanding 
about two important areas of operation. 
One was the intent and administration of 
our pay for absence policy, and the other 
the efforts being made to increase effi- 
ciency and reduce costs. Detailed informa- 
tion was prepared about both of these sub- 
jects, including our research findings, and 
separate discussions were held with all 
supervisors on each one. 


Mo" companies today are concerned 

with improving the effectiveness of 
their operations. One approach, using the 
principles of participation, is that of work 
simplification. Here, supervisors and em- 
ployees are trained in methods of analyz- 
ing their own work as contrasted with 
use of methods’ experts as is normally 
done in methods’ improvement programs. 
The satisfaction and recognition which 
supervisors and employees get from im- 
proving their own jobs, greatly increase 
their willingness to accept new methods 


and their desire to make the better way 
work. Frequently, the motivation result- 
ing from this approach is as important as 
the actual change in the procedure itself. 

Recently, widespread publicity was 
given to a plan for modernizing the 
Chesapeake & Ohio Railway’s main re- 
pair shop, which had been developed by 
the employees using work simplification 
principles. The idea was presented to the 
board of directors, who approved the ex- 
penditure of $1,500,000 to carry it out. 
The change is expected to save three- 
quarters of a million dollars a year in op- 
erating costs. No less important were the 
satisfaction and good feeling which the 
workers got out of their part in the 
change. 

Whereas many imposed changes meet 
with resistance, here is an example 
of one which had the overwhelming sup- 
port of some 1,250 employees who were 
affected by it. Good co-operation from 
the unions was reported and many em- 
ployees asked why this sort of thing hadn’t 
been done twenty-five years ago. 


|. _pomes may well ask itself why it 

did not become more concerned with 
the problems of human relations twenty- 
five years ago. Had it done so, there would 
probably be less doubt today of the ability 
of industry to meet the needs of its em- 
ployees. Problems which have grown to 
such proportions that solutions seem next 
to impossible, might not have developed 
at all. 

Organized demands for an ever-in- 
creasing part in determining the condi- 
tions of employment seem at least 
partially the result of management’s re- 
luctance to recognize the constructive 
possibilities of good human relations. A 
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growing realization in this late awakening 
is the fact that imposed participation 
normally results in rigidity and restriction. 
Voluntary participation would appear to 
open the way to unlimited flexibility and 
productivity. Under constructive leader- 
ship people will set higher standards for 
themselves, adjust to adverse conditions, 
and find ways to solve problems which 
normally defy solution. 


._ conclusion leads us to suggest two 
steps to other managements who are 
interested in increasing their effectiveness 
and contributing to the solution of indus- 
try’s human relations problems. First, be- 
gin to do some human relations research, 
no matter how little. The time and money 
being devoted to these problems are ridicu- 
lously small, when compared to their 
critical nature and the amount we are 
spending to advance our knowledge in 
other technical fields. A research partner- 
ship with qualified individuals or groups 
in our universities can be very much 
worth while. Industry-education co-op- 
eration is a concern of leaders in both 
fields, and joint programs of research in 
human relations can contribute greatly to 
this objective, as well as provide new in- 
sights for management on which to build 
better industrial teamwork. 

Second, there is an urgent need for in- 
dustry to more realistically accept the 
value of the democratic principle of par- 
ticipation and find ways to apply it in its 
day-to-day operations. The application is 
difficult and there are many problems yet 
to be solved. It is much more challenging 
than the use of new principles of engi- 


neering or technology, which, when 
proven, can be applied directly to the im- 
provement of machines and processes. 
Human relations principles become effec- 
tive only through the changed actions and 
attitudes of people in their day-to-day 
dealings with one another. These changes 
cannot be ordered. 


ae the leadership necessary 
to make such a program effective is 
a major problem. A one-shot training 
course in human relations is not enough. 
Actually, we find little change in employee 
attitudes towards supervisors who have 
had such training unless it is followed up 
by active application of the principles. 
Training alone will not assure follow-up. 
This must be management’s continuing 
concern. 

Research in human relations is pointing 
more and more to the conclusion that high 
morale and high productivity result from 
a recognition of the need of the employee 
to be accepted as a full member of the 
team. The opportunity to participate ap- 
pears to be one of the most important 
factors in motivation. If we expect our 
employees wholeheartedly to support our 
company objectives and to put their best 
efforts and willing co-operation at our dis- 
posal, we must provide more than a good 
physical environment, fair pay, and gen- 
erous benefits. These are important, but 
alone they will not assure high morale 
and high productivity. In an age of atomic 
power the real test of our industry and 
private enterprise itself may well be in 
their ability to find the right answers to 
the problems of human relations. 
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Mrs. ‘Telephone 


There is only one exchange manager in the entire broad service 

area served by the Mountain States Telephone & Telegraph Com- 

pany who is a woman. She is a lady exchange manager in Glen- 

dale, Arizona, who rose from the post of relief operator in 1927 

on the basis of merit and achievement, gladly recognized by her 
superiors. 


By HENRY F. UNGER* 


oT so long ago the usually quiet 
Glendale, Arizona, telephone 
branch office was jammed with 
enthusiastic citizens. All through one day 
and until late in the evening almost one- 
fifth of the 10,000 Glendale population 
paraded orderly through the office, drawn 
not by a celebrity’s presence but by the 
operation of a telephone branch office and 
the complicated machinery that makes 
speedy telephone service possible. 
Behind this largest single-day attend- 
ance at any telephone company open house 
held in Arizona since 1950 was an effer- 
vescent personality known as “Madge” to 
her customers and friends. For days prior 
to the open house, Madge had visited 
every business house in the city, had 
alerted school groups and every other 
civic group available. She was deter- 
mined that the citizenry should see behind 
the scenes of their telephone service. 
This same enthusiasm for her work has 


* Professional writer, resident in Phoenix, 
Arizona. 


made Mrs. Madge Ulrich the apple in the 
eye of the brass of the Mountain States 
Telephone & Telegraph Company, which 
serves seven states and El Paso county, 
Texas, along the backbone of the Rocky 
Mountain range stretching from Canada 
to Mexico. 

The only woman exchange manager in 
this sprawling telephone company. Mrs. 
Ulrich has definitely deserved the appella- 
tion, “Mrs. Telephone,” a title she often 
hears from various sources. 


B now accepted on equal footing with 
the men managers, Mrs. Ulrich’s rec- 
ord of achievement to place Glendale 
squarely on the progressive telephone map 
is amazing. Modestly, she will admit that 
circumstances and the postwar growth in 
general have given a fillip to the zooming 
telephone business in the thriving Glen- 
dale area. But a simple narration of her 
activities as exchange manager of the 
bustling office reveals that the expansion 
of telephones in the area was no accident 
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but the result of knowledge of customers, 
kindness to customers, a solid know-how 
of the telephone business, all gained 
through years of experience. 

Mrs. Ulrich remembers vividly the 
Glendale of 1927. “There were only 300 
telephones in the area and I was relief 
operator for four months,” she says. “Just 
recently we counted our 3,000th telephone 
installation and we were proud to be party 
to the 200,000th Arizona telephone in- 
stallation in Glendale.” The branch man- 
ager’s records reveal that it took sixty- 
one years to install the first 100,000 Ari- 
zona telephones. The second 100,000 tele- 
phones were handled in just six years. 

There’s a feeling around the growing 
western town of Glendale that even if 
Alexander Graham Bell could visit the 
town with a telephone problem he would 
be referred to the town’s expert, Mrs. 
Ulrich. To the “city slickers” and to the 
numerous ranchers on the periphery of 
Glendale, Mrs. Ulrich is the solution to 
their telephone problems. 


| Oia in the late twenties, Mrs. Ulrich 

had landed in the bracket of “only” 
titles. Fascinated by the switchboard 
operators in Mesa, Arizona, while on her 
way from school each day, the future 
“Mrs. Telephone” promptly decided that 
she could no longer fight the fascination. 
She applied for a job—after school hours. 
She told the hiring authorities that she 
was seventeen years old and promptly was 
hired—the youngest switchboard operator 
in Arizona. Actually she was only fifteen 
years of age. 

In three months, the tyro telephone 
operator, by now completely overcome 
with a desire for a telephone company 
career, was rudely shaken from her job 


MARCH 4, 1954 


when her aunt and uncle made an exodus 
to Glendale. Madge had been born in 
Kennett, Missouri, and made the trek out 
West with aunt and uncle in 1912. 

A change of location failed to dim the 
career hopes of Madge. She applied 
quickly at the Glendale branch office and 
her three months of experience assured 
her a part-time position. 

Today, Mrs. Ulrich recalls those train- 
ing days. “I had to work with the chief 
operator, listening to the woman as she 
worked. Then later I was thrilled to be 
placed at the end of the switchboard and 
permitted to go it solo. That was my big 
moment and the split shift from 10 a.m. 
to 2 p.m. and from 6 to 10 p.m., plus my 
schoolwork, made no difference. I was 
in my glory—a telephone operator.” 

At that time, the Mountain States Tele- 
phone exchange was located in an old, 
dingy office above a drugstore. “It hardly 
resembled our modern setup of today,” 
the telephone enthusiast says. But to 
teen-ager Madge it was heaven then. On 
the side, the youngster was able to con- 
tinue her formal schoolwork. 

When the twenties dropped into ob- 
livion, Madge’s star began to shine. By 
January, 1930, she was boosted to evening 
chief operator. ‘““That meant a $1-a-week 
raise and I really beamed,” the woman 
remembers. 


> peaatageil application to work and an 
even greater desire to learn all the 
phases of telephone branch office opera- 
tion placed Madge into the chief opera- 
tor’s saddle in April, 1931—at the tender 
age of nineteen years—perhaps one of the 
youngest chief operators at that time in 
the Mountain States Telephone & Tele- 
graph Company system. Under her wing, 
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Madge gathered six girls. To them she 
imparted her short-course but intensive 
training procedures. She taught them the 
use of proper English, clear diction, and 
above all the principle of being courteous 
to the customer. 

Knuckling down to the rdle of chief 
operator meant that Madge was now in- 
volved in a wide sphere of operation. The 
tasks mounted but the teen-age boss was 
capable of handling them. 


2 struck the Glendale branch 
office in 1935 when the combination 
manager and lineman, F. M. Davis, was 
killed in an automobile accident. By that 
time also the executive and energetic quali- 
ties of the chief operator were firmly cata- 
logued. 

Madge at twenty-two years of age took 
over the reins of exchange branch man- 
ager. There was some skepticism among 
telephone officials when Madge’s age was 
revealed, but the doubts were ephemeral 
and Madge in eight short years as a tele- 
phone company employee skyrocketed to 
become a full-fledged company branch 
manager—at that time an oddity in almost 
any business because of her feminine 
gender! 

From the outset, the new branch man- 
ager, humble and always learning, deter- 
mined that her tiny area of authority 
would shine with efficiency. Seven opera- 
tors, some formerly under Madge during 
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her chief operator stint, were now under 
the unusual banner of a woman branch 
manager boss. Customers, accustomed to 
a man manager, asked for the male head. 
“I’m the manager,” Madge would say. 
“Oh, a lady manager,” came back a half- 
quizzical smile and reply. 


M*®: Utricn’s régime in the Glendale 
branch office has been marked with 
nothing but forward progress. According 
to the manager, “we have a small-town 
operation using time-tested methods.” A 
close-up look at the records reveals that 
this is paying off. Naturally, Mrs. Ulrich 
would be the last person to insist that the 
methods that she often employs would 
work in a big city office. 

For instance, when she first took over 
the role of manager, Madge recognized 
the fact that it was important to get 
acquainted with customers. Her time dur- 
ing the day was well occupied but fre- 
quently she would make calls after office 
hours, although not required to do so. She 
also found that a personal visit in connec- 
tion with a delinquent bill often gave 
her an opportunity to establish a friendly 
contact. Some customers, bedridden, 
couldn’t come to the office. Some couldn’t 
make payments because of other trying 
circumstances. Madge preferred to keep 
a customer rather than effect a disconnect. 
It was a very personal type of public rela- 
tions and it immediately began to pay off. 


“THERE'S a feeling around the growing western town of Glen- 
dale that even if Alexander Graham Bell could visit the town 
with a telephone problem he would be referred to the town’s 
expert, Mrs. Ulrich. To the ‘city slickers’ and to the numerous 
ranchers on the periphery of Glendale, Mrs. Ulrich is the solu- 
tion to their telephone problems.” 
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Over the years she has often been able 
to provide helpful advice when customers 
discussed their problems with her and 
assist them in working out solutions. 
“You get to know your customers like 
your neighbors in a small city the size of 
Glendale,” according to Mrs. Ulrich. 


«eee ea switch occurred in the Glen- 
dale branch office in 1937 when the 
metropolitan dial system was introduced 
and Glendale became the next city to 
Phoenix in Arizona to land the dial 
method. All of the operators under 
Madge’s supervision were transferred to 
Phoenix. Madge now handled commercial 
and traffic departments. She made out 
orders for phone installations, took cus- 
tomers’ applications, listened to their 
complaints, checked the cable book, a com- 
plicated tome for openings for new cus- 
tomers, and myriad other details. 

Relief for Madge came in 1938 when 
a part-time girl was assigned to the Glen- 
dale office. This permitted Madge to 
make more daytime calls. Her personal 
visits were gaining more customers and 
Madge’s winning personality had en- 
deared her more than ever to the 
community. 

By 1939 a full-time girl provided 
more assistance for Madge and in 1951 
another girl rounded out a three-person 
complement which is found in the Glen- 
dale office today. Soon after the employ- 
ment of the second girl, the teletype ma- 
chine was installed in the office. To Mrs. 
Ulrich this has been a boon and an even 
greater shot in the arm to customer rela- 
tions. Prior to the advent of the teletype, 
Mrs. Ulrich or her assistant had to type 
out seven carbon copies and mail them 
to the Phoenix office. Today, if a cus- 
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tomer wants a phone moved, the message 
is sent to Phoenix on the teletype and the 
Phoenix office sends out the seven carbon 
copies, and the customer is amazed at the 
quick service. 

Most of the customers are intrigued by 
the teletype and Mrs. Ulrich never loses 
a chance to explain it in layman style. 
Customers leave smiling and satisfied and 
another friend has been won for the 
utility. 


essen of Mrs. Ulrich’s consuming 

desire to improve her branch office 
and to increase telephone business was 
her policy of delivering personally about 
75 per cent of the annual telephone books. 
“This book delivery gave me a chance to 
check personally on the service to the cus- 
tomer and whether they liked us and how 
we could help them out.” As the number 
of subscribers grew, this method had to be 
discontinued. An agency handles the 
chore now. 

Almost gifted with bilocation, accord- 
ing to some of the Glendale residents who 
see Mrs. Ulrich busy in her office and then 
making the rounds in the field, Mrs. 
Ulrich makes certain that her office 
functions with efficiency. Two to three 
times weekly she substitutes for the girls 
who take their lunch. It helps her keep 
in touch with things. 

Heading a branch office that is in the 
center of a vast agricultural area, Mrs. 
Ulrich realizes that a major bulk of the 
company’s revenue stems from the ranch- 
ers. Many people also live in Glendale 
and own farms. 

Constantly alert to drumming up new 
telephone business, Mrs. Ulrich never 
misses a chance to insert a good word for 
the Mountain States Telephone & Tele- 
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In Search of More Telephones 


“~ extensions are high on the revenue docket for Mrs. Ulrich. 

Whenever she visits the home of a city dweller or farmer, she 1n- 

vestigates the need for another extension in the dwelling. This is particularly 

effective, she finds, on farms where more farmers are installing extensions 
in their milk houses and in other farm property and buildings.” 





graph Company. For example, she may 
hear of a farmer who is retiring. She 
discovers that he will turn over his ranch 
to the care of a foreman. She influences 
the farmer to keep the phone in place and 
then urges the farmer successfully to in- 
stall another phone for himself in a new 
location. 


N™ extensions are high on the reve- 
nue docket for Mrs. Ulrich. When- 
ever she visits the home of a city dweller 
or farmer, she investigates the need for 
another extension in the dwelling. This is 
particularly effective, she finds, on farms 
where more farmers are installing exten- 
sions in their milk houses and in other 
farm property and buildings. 

Although still harassed with rural lines 


and the corollary 10-party lines, Mrs. UI- 
rich insists that the latter are on their way 
out. Even with the lines now in effect, the 
various parties are soothed through a sof- 
tened bell system. According to Mrs. UI- 
rich the gradual switch to a 2-party or 4- 
party dial system is bringing joy to the 
heart of the farmer who lives close to town 
and to the suburban dweller. 

Rates, it is explained by the branch 
manager are controlled by several factors, 
based on whether the owner is on a 4-party 
or 2-party, whether he is in a business or 
a residence service, and on a few other 
minor factors. Rates for a 4-party resi- 
dence service are $4.50 monthly with no 
limit on calls. A measured business service 
permits 100 calls for $8 monthly with each 
overcall costing an additional five cents. 
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Since so many ranchers have homes far 
out in the center of their large farms, they 
fall into the category outlined by the com- 
pany for their needs. 

A prime headache for Mrs. Ulrich is 
the infrequent storm that might lash the 
Glendale area. With poles down and serv- 
ice interrupted, Mrs. Ulrich gets the brunt 
of the complaints. Often this might con- 
tinue far into the night at her home where 
a caller will begin with, “Madge, why 
can’t I get a call to r 


S intimately connected has Mrs. Ulrich 

become to the telephone operations in 
Glendale that customers have called at 2 
or 3 A.M. asking her to put their phone on 
disconnect because they were leaving that 
morning on a vacation trip and had for- 
gotten to call during the day. 

To make certain that no customers are 
neglected, Mrs. Ulrich keeps an informa- 
tion calendar by her home desk for these 
night-time interruptions. 

Perhaps one of the strangest aids that 
Mrs. Ulrich has given to a caller came not 
so long ago when a woman from New 
York state called her office. The New 
Yorker advised that she had a woman 
friend in the area but that she had lost her 
address and even forgotten how to spell 
the woman’s name. She only knew where 
her husband worked and the physical ap- 
pearance of the woman. The New Yorker 
indicated that the Glendale woman talked 
about “Madge” the telephone woman 
while on a visit back East. This, the New 
Yorker remembered. More discussion fol- 
lowed and Mrs. Ulrich was able to locate 
the woman in question. 

During the Christmas season, children 
will call the branch office wondering where 
they could contact Santa Claus. A short 
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conversation with the child reveals to Mrs. 
Ulrich the child’s name. Immediately she 
recognizes the child’s father and has the 
child call him, who in turn plays the role 
of Santa Claus. 

This eagerness to please the customer 
has made the Glendale office a growing 
establishment. Wives of servicemen sta- 
tioned overseas often stop in the office and 
patiently await a call from overseas. To 
make customers happy in the office, Mrs. 
Ulrich provides telephone magazines, and 
popular magazines. “I realize that a com- 
pany is nonexistent without customers,” 
Mrs. Ulrich says, “and that is why we al- 
ways make it pleasant for them.” 

It is this co-operation between branch 
manager and customer and her progres- 
sive thinking that give Mrs. Ulrich marks 
ranging from 97 to 99 per cent on her 
branch manager Index Report, the school 
card of the branch manager’s business. 


AS vital a factor as Mrs. Madge Ulrich 

in a community isn’t without mem- 
bership in various Glendale clubs. She be- 
longs to the Glendale Chamber of Com- 
merce, where she was twice first vice presi- 
dent, to the Business and Professional 
Women’s Club, in which she served on a 
membership committee, and to the Glen- 
dale Women’s Club. 

To Mrs. Ulrich, married fourteen years, 
membership in these clubs enables her not 
only to make social contacts but to help 
along the utility cause. She recalls one in- 
dividual who was a stout adversary of all 
utilities. She made it a point to sit next 
to him at luncheons for a long time. To- 
day, that person is a firm friend of the 
utility. “There was no collusion—just 
plain everyday breakdown of prejudice,” 
Mrs. Ulrich insists. 
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Twice a year, Mrs. Ulrich holds a 
tea and a coffee in her home, to 
which she invites prominent Glendale 
friends. She bakes cakes and works out 
the program by herself. This is a high 
light in Glendale life. Indirectly, Mrs. 
Ulrich wins more friends for the tele- 
phone company. Some will often josh her 
with, “Say, I still owe you some money 
for my phone bill.” 


M*® ULRIcH’s earnest desire to get the 
finest service for the customer has 
won her numerous friends. High up on 
the list are the various crop producers. 
For example, a grape grower from Cali- 
fornia will set up a shipping shed in Glen- 
dale. Before he even arrives in Glendale 
he calls Mrs. Ulrich and asks for her co- 
operation to procure a telephone. The same 
type of service is accorded other produce 
shippers. The result means more revenue 
for the telephone company and often large 
quantities of Grade A grapes, water- 
melons, strawberries, and other products 
shipped from Glendale. On one occasion, 
a watermelon shipper, happy at the quick 
installation of a phone, urged Mrs. Ulrich 
to take a truck load of melons. 

Mrs. Ulrich recalls when a $50-a-month 
bill was something to howl about. Some 
of her current customers will average from 
$450- to $500-a-month bill during the 
watermelon season and some skyrocket to 
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$1,500 per month during the peak of the 
grape season. This includes calls to eastern 
markets. 


oe StaTES TELEPHONE & 
TELEGRAPH CoMPANY Officials, rec- 
ognizing the pearl that they have in the 
Glendale branch office, recently included a 
brief write-up in their “Between the 
Lines” brochure, which is inserted into 
customers’ bills and which circulates 
throughout the seven states covered by 
the company. 

Likewise, because of Mrs. Ulrich’s ener- 
getic handling of the commercial office in 
1947, 1948, and 1949 in Wickenburg, she 
was named the first woman guest of the 
exclusive Roundup Club of that town. She 
was appointed to receive in 1939 a promi- 
nent sales plaque that was awarded the 
state of Arizona, which was the first to 
reach its quota in a drive for an additional 
500,000 stations throughout the Mountain 
States area. She accepted the plaque on 
behalf of Arizona employees because of 
her 38 sales—the largest at the time. 

A confirmed small-city resident, Mrs. 
Ulrich insists that their operation is by no 
means small town. In 1953, 5,650,000 
calls were made through the Glendale 
office. 

Mrs. Telephone has come a long way 
since that eventful day in 1927 when the 
now state traffic supervisor, G. W. Tre- 


“Mrs. ULricn’s earnest desire to get the finest service for the 
customer has won her numerous friends. High up on the list are 
the various crop producers. For example, a grape grower from 
California will set up a shipping shed in Glendale. Before he 
even arrives in Glendale he calls Mrs. Ulrich and asks for her 
co-operation to procure a telephone. The same type of service 
is accorded other produce shippers.” 
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hearne, now in Phoenix, hired her. “I real- 
ize it is a long time,” Mrs. Ulrich remarks, 
“when I handle the bills for parents who 
used to come into the office as kids years 
ago.” 


ULLY aware that Glendale and the tele- 
phone service will expand even more, 
Mrs. Madge Ulrich continues to do her 
part to help the expansion. But even in the 
serious side of everyday work, Mrs. Ul- 
rich has her share of unusual customers. 
Typical of the customer who produces 
the chuckle and makes the day brighter for 
this unique telephone branch office man- 


ager was the man who came into the ot- 
fice and complained about his telephone. 
It wasn’t working he insisted. 

Mrs. Ulrich listened patiently and then 
advised the man that she would send out 
a repairman to check his phone. 

“Oh there is no need to do that,” the 
man blurted out. “I’ve got it right here.” 
With his remark hardly spoken, the man 
unveiled his telephone, which he had dis- 
connected from the wall. 

Even a branch office manager of Mrs, 
Ulrich’s stature was made to wonder. To 
her it seemed like, “Sorry—wrong num- 
ber.” 





Our Expanding Utilities 


<4 HE willingness and ability of the private utilities to spend 

... huge sums year after year to expand their capacity is 
the strongest testimonial that can be given to the success of present- 
day regulatory policies and attitudes. 

“Fears were often expressed during the war and immediate post- 
war period that the private utilities would not be able to keep pace 
with ever-growing demands that were being made upon them for 
Service. 

“These fears have proved groundless. Not only has the industry 
kept pace fully with demands, but it has also invested large addi- 
tional sums in the replacement of less efficient properties. Thanks 
to such outlays, unit costs have been reduced so that the prices 
charged for utility service are at pre-World War II level... . 

“Equally significant is the fact that this far-flung expansion 
program has been accomplished without impairment of the financial 
strength of the industry. 

“The public utilities raised $2.6 billion to finance this expansion 
through new security flotations last year, almost a third of all 
corporate financing. 

“A large proportion of this total consisted of preferred and 
common stock issues. As a result, although the industry has relied 
heavily on new bond financing also, capital structures have re- 
mained strong. A number of individual utilities, in fact, succeeded 
in increasing the ratio of equity to borrowed capital through new 
stock offerings by means of privileged subscriptions given their 


stockholders.” 
—EDITORIAL STATEMENT, 


Journal of Commerce. 





MARCH 4, 1954 





Washington and 


the Utilities 


FPC Return Rate Eases 


i be United Fuel Gas Company, a sub- 
sidiary of the Columbia Gas System, 
has announced its acceptance of an FPC 
order which will allow United Fuel Gas to 
obtain an additional $1,048,000 in annual 
revenues from wholesale natural gas rates 
which the company had been collecting 
under bond since last February 15th. 

The interesting feature of this arrange- 
ment is that it is calculated to yield a 6} 
per cent rate of return. Although this is 
the largest rate of return, percentagewise, 
allowed by the FPC in recent years, it was 
originally granted in principle last August 
when the company was given an increase 
of $1,340,000. Thereafter, the company 
obtained a review on the ground that the 
schedules authorized would not allow 6} 
per cent rate of return, held justified by 
the commission, but only 3.69 per cent on 
the basis of operations ending June 30, 
1952. 

The commission subsequently received 
additional evidence with regard to opera- 
tions for the year 1953 and the first two 
months of 1954. United Fuel has another 
proposed rate increase pending which may 
be put into effect as of March 1, 1954. 
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Because the most recent authorization 
by the FPC is a settlement rather than an 
order based on the record, there was no 
discussion in the form of a commission 
opinion as to the component factors con- 
sidered in determining either the rate base 
or the return. But presumably the commis- 
sion’s action was based on the record, end- 
ing consideration of factors mentioned in 
its order of last August, when the com- 
pany’s conservative capitalization practices 
were complimented by the FPC. 


ot pemeina are watching closely for 
other straws in the wind which might 
indicate what the commission will do in 
the way of a restatement of factors which 
it regards as controlling in determining a 
rate of return. The refusal of the Supreme 
Court to review the controversial North- 
ern Natural Gas Company Case (which 
was based upon a cost-of-capital formula 
favored by the commission as constituted 
in 1952) was not accepted as final by the 
appealing parties in that case. There was 
a request to the highest court to reconsider 
its action—a rarely successful move which 
did bring results in the recent controversial 
Phillips Petroleum Case (which is not a 
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rate case but involves the issue of FPC 
control of gas production). 

It is likely that the FPC will at least wait 
until the Supreme Court has spoken the 
last word and the Northern Natural Gas 
Case has been remanded (assuming that 
it is remanded) for further consideration 
of the rate of return factor before it puts 
into black and white its latest considered 
opinion about reasonable rate of return. 
When such an opinion is forthcoming, it 
will be read with interest by the entire 
natural gas industry. 


e 
Texas Tax Knocked Out 


oe opinion to be read with interest 
by the entire natural gas industry was 
the unanimous decision of the U. S. Su- 
preme Court knocking out the gathering 
tax imposed over two years ago by the 
Texas legislature. A special session of the 
legislature is expected to be convened about 
March 15th to act on proposals to boost 
teachers’ pay and consider new tax meas- 
ures to replace the state’s natural gas gath- 
ering tax act, which was invalidated on 
February 8th by the U. S. Supreme Court. 

The invalidated tax, enacted in 1951, 
called for a levy at the rate of nine- 
twentieths of one cent for each thousand 
cubic feet of gas taken for transmission 
out of Texas. The high court held that 
the tax, which had been yielding about $1,- 
100,000 a month, violated the commerce 
clause of the federal Constitution. As a 
result of the court ruling, more than $25,- 
000,000 will have to be refunded to 130 
companies which paid the tax under pro- 
test and filed suits to recover. 

The Supreme Court ruling was on an 
appeal by Michigan-Wisconsin Pipe Line 
Company and Panhandle Eastern Pipe 
Line Company from Texas court decisions 
upholding the tax. Although neither com- 
pany produces gas in Texas or sells any 
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gas in Texas, they buy natural gas froma 
company in Texas and then transmit it 
through a system of pipelines to consum- 
ers in other states. 

In an opinion written by Justice Clark, 
the court held that obviously the pipeline 
companies were not engaged in “gathering 
gas” within the meaning of the Texas law, 
and that their business was the “interstate 
transportation and sale of natural gas.” 
Ruling that the taking of the gas “‘is essen- 
tially a part of interstate commerce itself,” 
the court held that the Texas act, there- 
fore, was an unconstitutional exercise of 
the state’s taxing power. 

In arguing that the tax was an uncon- 
stitutional burden on the free flow of com- 
merce among the states, counsel for the 
pipeline companies had said the burden of 
the tax ultimately would be borne by the 
persons in the 38 states using the gas. 
“Thus,” they said, “the tax statute enables 
Texas to achieve the politically popular 
result of raising revenue at the ultimate 
expense of citizens of other states.” 


F geod substitute tax plan proposed by 
Texas Attorney General John Ben 
Shepperd, who believes it would stand up 
in court, calls for: 


1. Replacement of the present state 
natural gas production tax—now 5.72 
per cent of market value at the well— 
with a levy of 14 cents per thousand 
cubic feet. 

2. Amendment of the state’s gas con- 
servation law to declare that purchasers 
must pay the production tax if the price 
of gas is below 10 cents per thousand 
cubic feet. Producers would continue to 
pay the tax if they got more than 10 
cents per thousand cubic feet for the 
gas. 

3. Enactment of a stand-by law to 
take effect only if the other two are con- 
tested. This would establish a 10-cent 
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minimum statewide price for gas at the 
well. 


The state railroad commission would be 
permitted, after hearing, to vary the 10- 
cent wellhead price if it found conserva- 
tion would be furthered. 

The FPC did not take part in the tax 
litigation, because it was a state matter. 
But it is not believed that the highest 
court’s views on the interstate commerce 
character of “gathered” gas from its 
movement away from the point of produc- 
tion, via pipelines, will be any help to those 
who are going to argue against FPC juris- 
diction over production and gathering 
under the Natural Gas Act. As stated 
above, the court has agreed to review the 
latter question in the controversial Phillips 
Petroleum Case, which will probably be 
argued in the late spring of this year. Final 
decision is not expected before the end of 
May or early June. 


> 


TVA Appointments 

i due 9-year term of Gordon R. Clapp 
as chairman of the Tennessee Valley 
Authority’s board of directors does not 
expire until mid-May. But already the job 
has become the focal point of a partisan 
battle in Congress. Friends of Clapp, who 
rose from a staff career background to be- 
come head of the TVA, want to have him 
reappointed for another term. What’s 
more, some of them seem to be suggesting 
that any Republican—or at least any ac- 
tive Republican—is disqualified under the 
TVA Act to receive such an appointment. 
This viewpoint was aired when Repre- 
sentative Carroll Reece (Republican, Ten- 
hessee) mentioned the name of Harry C. 
Carbaugh, Nashville businessman, as a 
likely candidate for President Eisenhower 
to appoint. Carbaugh has been active in 
Republican politics in Tennessee as a fund 
raiser. The public power bloc Congress- 


men, led by Senator Lister Hill (Demo- 
crat, Alabama), are opposed to Carbaugh, 
claiming that his appointment would vio- 
late a provision of the TVA Act which 
forbids any “political test or qualification” 
for such an appointment. 

Friends of Carbaugh pooh-pooh this 
view of the federal statute, which is a 
commonplace provision in a number of 
laws, and say that if Congress had in- 
tended the TVA chairmanship to be a life- 
time job of a career official, it would have 
so provided and not limited the term to 
nine years for each appointment. They 
also contend that the job calls for a man 
who would end the continuous friction 
between TVA and Congress. Governor 
Clement (Democrat, Tennessee) is in fa- 
vor of Clapp’s reappointment, but from the 
Democratic public power wing has also 
come the name of James P. Pope, now 
practicing law in Knoxville. He is a for- 
mer director of TVA, as well as a former 
U. S. Senator from Idaho. 


HE St. Louis Post-Dispatch raised 

the question of political service as a 
disqualification to a TVA post. Its Wash- 
ington reporter, Raymond Brandt, claimed 
that the TVA law forbids political consid- 
eration in appointments to the authority, 
and then asked Republican Chairman Hall 
if he were “going to recommend a Re- 
publican.” 

“You surprise me, Mr. Brandt,” Hall 
replied. “Are you making activity in poli- 
tics a bar to public position? .. . 

“Do you think because a man is patri- 
otic enough—and I use the word deliber- 
ately—to give his time to raise money for 
one of our major political parties, that 
that should bar him from any government 
job?” 

Brandt again referred to the TVA law, 
and Hall said: “If the law bars him, then 
there’s no question. I doubt if it does.” 
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“Fair Value’ Rate Base 
Prescribed 


7 North Carolina Supreme Court 
has ruled that the state commission 
should make allowance for depreciation 
on actual rather than replacement costs. 
The court so held in a decision in which 
it ordered returned to the state utilities 
commission for further consideration the 
$1,648,000 rate increase the commission 
had granted to Southern Bell Telephone 
& Telegraph Company. Besides the inter- 
pretation on allowances for depreciation, 
the court also outlined a set of other guides 
for use by the commission in all rate cases, 
including the controversial Carolina Tele- 
phone Company Case now awaiting court 
review. Through its decision, the court 
further established indirectly the right of 
the state attorney general’s office to go into 
court as counsel for the rate-paying public 
to contest state utilities commission orders. 

The opinion by Judge Barnhill empha- 
sized that the court was not attempting to 
fix rates, a duty of the state utilities com- 
mission. All it was doing, the opinion 
stated, was pointing out the statutory 
standards. With respect to depreciation, 
the court directed the commission to “al- 
low depreciation as an expense of opera- 
tion in such amount as in its judgment will 
be reasonably sufficient to restore currently 
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Communication 


the portion of capital investment currently 
consumed.” 

In holding that the right procedure 
under North Carolina law is to base de- 
preciation on actual cost, rather than re- 
production costs, the court said the idea is 
to maintain the investment—to prevent a 
loss, not to assure a profit. Nor is deprecia- 
tion for rate-making purposes necessarily 
the same as that allowed by the federal 
government for tax purposes, the court 
added. 


; ie opinion went on to suggest that it 
might be a good idea for the commis- 
sion to “promulgate a schedule of allow- 
ance rates for depreciation, for rate-mak- 
ing purposes, for different classes of prop- 
erty, which will be fair to all...” The 
court further held that the commission had 
incorrectly adopted “book value”—or cost 
less depreciation—as the rate base on 
which Southern Bell profits should be 
figured. 

“Clearly,” the opinion stated, “this was 
in conflict with the express terms of the 
standard prescribed by the legislature . .. 
The conclusion is inescapable that by ac- 
cepting the book value as the rate base, it 
by necessity excluded consideration of 
present cost of replacement and all other 
factors from effective consideration.” 





WIRE AND WIRELESS COMMUNICATION 


The court said that the legislature, in 
using the term “value” was not referring 
to the original cost or the replacement cost 
or to the exchange or sales price utility 
properties would command, but was refer- 
ring to the value of the property actually 
in use, serving its purpose as part of a com- 
plete public utility. Justice Barnhill em- 
phasized, however, that this was only one 
factor for study. 

“Strictly speaking,” the decision said, 
“what is the fair value of applicant’s in- 
vestment in its intrastate business in this 
state and what constitutes a fair return 
thereon are the primary questions before 
the commission for decision.” Noting that 
the commission had seemed wedded to an 
idea that a 6.5 per cent return was neces- 
sary, Justice Barnhill recalled the com- 
pany’s earnings in North Carolina had 
averaged 5.4 per cent. He said the commis- 
sion is not bound to allow 6.5 per cent nor 
even 6 per cent, but could allow less. The 
court said it was not prepared to say that a 
net return of 5.4 per cent is inadequate. 


HE opinion noted that while Southern 
Bell has been earning 5.4 per cent on 
its North Carolina investment, its average 
for its entire area was only 4.8 per cent. 
“North Carolina users of telephones,” 
the court said, “are not to be required to 
furnish revenue to maintain applicant’s 
financial condition which other states re- 
fuse to provide or to pay at rates higher 
than those charged in other territories 
served by the same corporation. ... A sub- 
stantial difterential might be considered 
some evidence that the rates charged in 
this state are unreasonable and unjust to 
the local public.” 

The court further held that since South- 
ern Bell, a wholly owned subsidiary of 
American Telephone and Telegraph Com- 
pany, borrows its money from AT&T, the 
question of what Southern Bell has to pay 


for its borrowing is an “important” factor 
for consideration by the commission. 


¥ 


Relief from SEC Security 
Registration Sought by USITA 


Bice is a good chance that the present 
Congress will pass a bill amending the 
Securities Registration Act to increase to 
$500,000, the margin or limit of exemption 
for companies issuing securities. Under the 
terms of the proposed bill, in other words, 
a company issuing a smaller amount than 
$500,000 would not be required to register 
with the SEC. Spokesmen for the United 
States Independent Telephone Association 
strongly urged enactment of the bill at 
hearings recently held before the Senate 
Banking and Currency Committee, and 
argued to some effect that the exemption 
should be raised as high as $600,000. 

Judson Large, president and financial 
officer of several small public utility com- 
panies (including five telephone companies 
which operate in 12 states), listed three 
principal reasons why the exemption 
should be raised for small issues of securi- 
ties. First, the only way for small business 
to get equity capital for modernization 
and growth is through public issues of 
securities. Second, the cost of registration 
of public issues under the Securities Act 
is disproportionately expensive to small 
business. And, third, the decline in the 
value of the dollar since 1945, when the 
$300,000 exemption was adopted, makes 
an increase necessary in order to restore 
to small business the same relief from SEC 
registration which was intended at the 
time of the 1945 amendment. 

“The difficulty in securing adequate 
capital to finance the growth of the small 
business is not peculiar to the independent 
telephone industry,” Large told the com- 
mittee. But the problem is even more in- 
tense in the case of the small telephone 
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company because, he said, “as a public 
utility with governmentally regulated 
earnings, the small telephone company has 
even less chance of financing expansion 
out of income than has the small industrial 
or mercantile enterprise.” In either case, 
Large continued, the necessary funds to 
finance the increased demand for more 
and better products or service must come 
for the most part from additional capital 
that is available only through public issues 
of securities. ““To a substantial extent,” he 
said, “such securities must be equity capi- 
tal, since no business can be soundly 
financed by debt alone.” 


_— also stressed the unduly heavy cost 
of registering small issues under the 
technical requirements of the Securities 
Act of 1933. This procedure requires the 
preparation of special audits by independ- 
ent accounting firms, legal assistance, and 
advice in preparing registration state- 
ments, and the drafting, printing, and re- 
printing of miscellaneous descriptive ma- 
terial and data required by SEC rules. He 
cited SEC studies which show that the 
professional fees and printing costs for 
companies issuing securities of less than 
$600,000 amounted to $3.55 per hundred 
dollars of proceeds. This compared with a 
similar expense of 47 cents per hundred 
dollars of proceeds on all other securities 
registered in excess of the proposed ex- 
emption limit. 

Large reminded the committee that the 
$300,000 exemption adopted in 1945 was 
specifically designed to aid small business 
and to free it from the expenses and bur- 
densome routine of registration in obtain- 
ing adequate financing. However, he 
pointed out, the sharp decline in the pur- 
chasing power of the dollar since 1945 has 
offset any advantages which may have de- 
rived from the 1945 exemption. “Realis- 
tically, the rise in construction costs since 
1945 has operated to shrink the exemption 
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figure to $165,000,” Large said. “Merely 
to give to small business the same benefits 
which the Congress intended to grant in 
1945, the present exemption figure should 
be increased to at least $540,000. It is our 
recommendation, however, that the ex- 
emption be raised to $600,000 in order to 
provide some further aid to small busi- 
nesses in their financial problems.” 


AN appearing before the committee on 
behalf of the USITA was Clyde Mc- 
Farlin, president of the Montezuma 
(Idaho) Mutual Telephone Company. 
McFarlin, supporting Large’s testimony, 
also pointed out that telephone companies 
are subject to strict regulation of their 
security issues by the state public service 
commissions. This affords definite protec- 
tion for the public interest, although at the 
same time it means a double burden. 

McFarlin suggested that the state public 
service commission could look after the 
interest of the investing public as well as 
that of the ratepayer through its regulation 
of public utility issues—a legal require- 
ment in all but a few states. Public utility 
companies are entitled to an increase in 
the exemption for this reason, McFarlin 
told the committee, even if Congress did 
not think it wise or desirable to allow such 
an exemption in the case of nonutilities. 

In view of the strong case made for the 
bill, the Senate committee is expected to 
recommend it for approval. 


* * * * 


CorreEcTION: In our February 4th is- 
sue of the ForTNIGHTLY, in this depart- 
ment, there was a typographical error in 
a statement attributed to the Nevada Pub- 
lic Service Commission to the effect that 
Bell system holdings in the Bell Telephone 
Company of Nevada represent approxi- 
mately 42 per cent of the capital structure 
of the Bell company. The figure should 
have been 1.42 per cent. 





Financial News 
and Comment 


By OWEN ELY 


EEI President Expects No 
Downturn in Revenues 
Or Net 
| poe H. Samnis, president of the 
Edison Electric Institute and of Ohio 
Edison Company, recently discussed the 
general outlook for the electric utilities 
before the New York Society of Security 
Analysts. His talk may be summarized as 
follows: 

Mr. Sammis felt that if, as predicted by 
leading economists at the National Indus- 
trial Conference Board’s Economic Forum 
on November 30th, there are 1954 de- 
clines of 10-15 per cent in the FRB Index 
of Manufactures and 5-7 per cent in Gross 
National Product, the revenues and net 
income of the electric light and power 
companies “should not experience any 
decline.” He reviewed past experience 
with recession years, as shown in the 
table on page 306. 
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Electric power output of the privately 
owned electric utilities has shown an av- 
erage gain of 6.4 per cent per annum 
compounded, over the past twenty-seven 
years. During this period the private utili- 
ties have maintained their proportion of 
total kilowatt-hours generated in the na- 
tion at around two-thirds, despite the 
encroachments of public power. The 
larger gain in public power output has 
been offset by a decline in the power out- 
put of industrial plants, with utility com- 
panies furnishing a larger proportion of 
industrial needs. Thus, in 1952 industrial 
plants provided less than 25 per cent of 
their own requirements of electricity com- 
pared with 35 per cent in 1929, and this 
trend is expected to continue. 


| 8 gpdene this greater production of in- 
dustrial power, sales of electricity to 
residential and rural customers by private 
utilities have gained at a faster rate, due 
largely to increased use of old appliances 
and the constant introduction of new ones. 
Thus, in 1953 residential and rural rev- 
enues furnished 42 per cent of total gross, 
compared with 32 per cent in 1937, while 
industrial revenue was 28 per cent versus 
30 per cent. Residential revenues have in- 
creased in every year of the period ex- 
cepting 1932-33, and are a stabilizing in- 
fluence during depression years. 
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M* SAMMIS pointed out that during 
periods of declining business kilo- 
watt-hours consumed by manufacturing 
industries fall off less than industrial man- 
hours—i.e., the kilowatt-hour usage per 
man-hour has increased. A probable ex- 
planation is that the more completely elec- 
trified manufacturing plants are the ones 
most likely to operate in times of depres- 
sion. 

Referring again to residential use of 
electricity, he pointed out that the average 
person now spends 1.15 per cent of dis- 
posable personal income on electricity 
compared with .73 per cent in 1927. On 
the other hand, the cost of power used in 
industry is declining in relation to the 
value of manufactured products—from 
1.3 per cent in 1929 to about .6 per cent 
in 1953. These figures “illustrate the great 
opportunities of these markets from a rela- 
tive economic standpoint to absorb more 
and more of our service.” 

The increased efficiency of the electric 
utility industry is indicated by the reduc- 
tion in BTU’s consumed per net kilowatt- 
hour generated from 22,599 in 1927 to 
12,950 in 1953. Generating units are now 
being designed with a heat rate of only 
about 8,400 sru’s per kilowatt-hour, and 
gradual introduction of these high effi- 
ciency units will continue to bring down 
the average. 

The load factor, which represents the 
average annual ratio of output to capacity, 
has improved over the years. Thus, the 
industry is now operating its generating 
facilities at a higher percentage of the pos- 


sible 24-hour output. Other factors being 
equal, the higher the load factor the less 
the cost of producing a kilowatt-hour. 
Load factor last year was 62 per cent com- 
pared with 57 per cent in 1940. (However, 
during World War II, when new con- 
struction was delayed, the ratio was ab- 
normally high.) 


. have taken an increasingly large 
share of revenues, jumping from 9.4 
per cent in 1927 to 22.4 per cent in 1953. 
However, some relief will be obtained in 
1954 with the elimination of EPT and a 
possible moderate cut in corporate income 
tax rates. 

In recent years the economies obtained 
through steadily increasing efficiency and 
the growth of the business have been in- 
sufficient to offset the inflationary trends 
in taxes, wages, and prices. From 1946 
through 1953 the electric utilities accord- 
ingly made 401 applications for rate in- 
creases; at the end of 1953 363 of these 
had been granted, 16 were pending action, 
11 had been withdrawn, and 12 denied. 
The 1953 record included 43 applications 
granted, 11 pending, and 6 withdrawn or 
denied; there has been one favorable ac- 
tion recorded thus far in 1954. 

This record indicates that the regula- 
tory bodies recognize the inroads of infla- 
tion, as well as the necessity of maintain- 
ing the financial strength of the utilities in 
order to insure adequate service. The need 
for greater speed in the regulatory process 
has also been recognized. Thus, out of the 
401 postwar rate applications there were 


e 


Gross Electric Electric 
National Utility Utility 
Product Revenues Net Income 

D44% D6% D14% 

D 6 D1 D5 

D 03 6* 15* 


D—Decrease. *Increase. 
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only 16 cases pending at the end of 1953, 
of which 11 had originated during the 
year and 5 earlier. These rate decisions 
have indicated in various ways more lib- 
eral or reasonable regulatory policies with 
respect to rate base determination, depre- 
ciation provisions, and the allowable rate 
of return. 

The improvement in the financial posi- 
tion of the electric light and power com- 
panies is illustrated by a comparison of 
certain ratios: 

1937 1952 

Ratio of Plant to Revenues 

(No. of Times) : 3.93 

No. Times Fixed Charges 

Earned (After Taxes) 2.54 3.97 


Depreciation Reserve As Per 
Cent of Plant 10.4% 19.8% 


Capitalization ratios at the end of 1952 
were bonds 48.7 per cent, preferred stock 
13 per cent, and common stock and sur- 
plus 38.3 per cent. Dividend pay-out was 
less than 73 per cent of available earnings, 
“leaving a good cushion if adverse condi- 
tions should come about.” 


i rans investment in the electric light 
and power companies has about dou- 
bled in the postwar period, increasing from 
$12.5 billion in 1945 to some $25.5 bil- 
lion today. Construction expenditures in 
1954 are estimated at $3 billion, slightly 
greater than in 1953. Last year the elec- 


tric and gas utility companies together ac- 
counted for about 16 per cent of all pri- 
vate construction work. Over the wartime 
period as a whole, the electric utilities 
alone accounted for over 8 per cent of 
total construction. 

Last year the electric light and power 
industry, competing with other industries 
for the investor’s dollar, sold $1.6 billion 
long-term debt securities (some placed 
privately), $223,000,000 preferred stock, 
and $537,000,000 of common stock. In 
selling common stocks the industry was 
aided by its record of dividend stability. 
A comparison of cash dividends paid, as 
a percentage of book value (capital stock 
and surplus), shows that electric utility 
corporations as a group have been more 
stable than (1) all manufacturing corpo- 
rations, and (2) all corporations. In gen- 
eral the percentage of dividend pay-out 
has been higher. A chart presented by 
Mr. Sammis also showed that the rate of 
return on net worth is more stable for the 
electric utility industry than for industrial 
companies. 


» 
Trend of Utility Earnings 


. is too early as yet to determine the 
effects of the recent letdown in busi- 
ness activity on the net earnings of the 





U. S. Long-term Bonds—Taxable 
Utility Bonds—Aaa 
Aa 
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Medium-grade 
Electric Utility Common Stocks 


government bonds. 





CURRENT YIELD YARDSTICKS 


Latest available Moody indices are used for utility bonds and stocks; Standard & Poor’s indices for 


1953-4 Range 1952 Range 
Recent High Low High Low 
2.73% 2.56% 
2.95 5 2.93 
3.03 3: i i 2.99 
323 : ; : 3.21 
3.70 : A q 3.46 
3.95 f : 5 3.94 


4.33 k : ; 4.33 
5.07 5.72 5.01 5.62 5.07 
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utility companies, but it is generally as- 
sumed that they will be very slight. Elec- 
tric output as shown in the weekly figures 
compiled by the Edison Electric Institute 
are still running about 7-8 per cent over 
last year. In the week ended February 6th, 
the only sectional decline was a dip of .4 
per cent in the central industrial region, 
doubtless due to lower steel and automo- 
tive operations ; all other areas showed in- 
creases ranging from 3 per cent for the 
mid-Atlantic area to 19 per cent for the 
southeast division. 


HE weekly figures would be more in- 

teresting if electric output for indus- 
trial customers could be segregated from 
residential and commercial. The industrial 
figures become available later on a month- 
ly basis, the latest EEI figures being “large 
light and power” for December, which 
showed a gain of 6.5 per cent compared 
with gains of over 10 per cent for resi- 
dential and “small light and power.” The 
monthly gains in industrial output over 
1952 had, however, been dropping steadily 
from the 13 per cent increase registered 
in September. 

The EEI figures for kilowatt-hour out- 
put include investor-owned companies, co- 
operatives, and government-owned utili- 
ties. The FPC figures, which include only 
the private utilities, did not make as good 
a showing in the latest month for which 
both were available, October, 1953. While 
the EEI report showed an increase for that 
month of 10.8 per cent over 1952, the 
FPC figures showed a gain in total sales 
to ultimate customers of only 5.8 per cent, 
or after eliminating sales to other electric 
utilities, 4.6 per cent. Presumably this in- 
dicates that large new government dams 
had been brought into operation during 
the year ended October 31st, and that 
weather conditions were more favorable 
for hydro operations, since comparison of 
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the two sets of figures shows that sales 
of public power had increased 34 per cent 
over 1952. The FPC figures for October, 
excluding public power output, showed a 
gain of only 2 per cent in industrial sales 
compared with a jump of 12.8 per cent in 
residential output. 


NDUSTRIAL revenues have doubtless 
been reflecting rate increases. Thus for 
the month of October industrial revenues 
gained 5.2 per cent and total revenues 7.2 
per cent, a considerable improvement over 
the kilowatt-hour gains of 2 per cent and 
4.6 per cent, according to the FPC bulle- 
tins. 

For the month of November, the FPC 
preliminary release indicates that total 
revenues were 6.4 per cent over 1952, and 
net income up 5.4 per cent. Latest twelve 
months’ figures available were those for 
October, which showed that while rev- 
enues gained 9.6 per cent, net income did 
even better with an increase of 12.4 per 
cent. This was achieved despite a decline of 
8.1 per cent in miscellaneous income. Part 
of the gain was probably due to an in- 
crease in the “interest on construction 
credit,” which item is not separately 
shown; miscellaneous income deductions 
showed a decline of about $17,000,000. 
The latter figure compares with the total 
gain in net income of $112,000,000. 

The excellent gain for the twelve 
months ended October was accomplished 
despite an increase of 12.5 per cent in 
fuel costs, probably reflecting in part the 
higher cost of natural gas as boiler fuel. 
(Consumption of natural gas in October 
established a record for the month, with 
a gain of 17.2 per cent over the previous 
year.) Salaries and wages were up only 
6.9 per cent, other expenses 7.8, depre- 
ciation 9.3 per cent, and taxes 8.7 per cent. 
Hence net electric operating revenues 
gained 11.4 per cent compared with the 9.6 
per cent increase in revenues. 
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ELECTRIC UTILITY COS., CLASS A & B 
TREND OF REVENUES AND NET INCOME 
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The trend of revenues and net income 
for the natural gas companies is shown 
in the chart on page 311. For the month 
of November, the number of customers 
increased 4 per cent; but while industrial 
sales in cubic feet gained 11 per cent, sales 
to residential and other ultimate customers 
declined, presumably due to warm weath- 
er, so that the gain in total sales was re- 


& 


duced to 5.8 per cent. Revenues increased 
15.4 per cent, presumably reflecting rate 
increases. However, purchased gas rose 
21.5 per cent and depreciation and amorti- 
zation increased 13.2 per cent. While 
wages and taxes gained less rapidly, the 
increase in net gas operating revenues was 
held to 8.8 per cent, and in net income to 
7 per cent. 


CURRENT ELECTRIC UTILITY STATISTICS AND RATIOS 


Unit 


Operating Statistics (November) 

Output KWH—Total 
Hydro-generated 
Steam-generated 


Capacity 
Peak Load (September) 
Fuel Use: — 


Oil 
Coal Stocks 
Customers, Sales, Revenues, and Plant (October) 
KWH Sales—Residential 
Commercial 
Industrial 
Total, Incl: MISC, <.6..6.00 
Customers—Residential 
Commercial 


Industrial 
Total, Incl. Others 


Income Account—Summary (October) 


Revenues—Residential 
Commercial 
Industrial 
Total, Incl. Misc. Sales 
Sales to Other Utilities 
Misc. Income 
Expenditures—Fuel 
Labor 
Misc. Expenses 
Depreciation 
Taxes 
Interest 
Amortization, etc. ......... 
Net Income 
Preferred Div. (Est.) 
Bal. for Common Stk. (Est.) 
Common Dividends (Est.) . 


Electric Utility Plant (October) 
Reserve for Depreciation and Amort. .... 
Net Electric Utility Plant 


Bill. KWH 


“ 


Mill. Kw 


Mill. Tons 
Mill. MCF 
Mill. Bbls. 
Mill. Tons 
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Life Insurance Investments (January 1st-January 30tb) 


Utility Bonds 
Utility Stocks 
Per Cent of All Investments 


D—Decrease. NC—Not comparable. 
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Per Cent Increase 
Latest Latest 
Month 12 Mos. 


Latest 
12 Mos. 


Latest 
Month 


439.8 11% 
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NATURAL GAS UTILITY COS., CLASS A & B 
TREND OF REVENUES AND NET INCOME 


MONTHLY RECORD (in 


INCOME 


Mar. Apr. May June July Aug. 


RECORD 


“Poa0 1941 1942 1943 1944 1945 1946 1947 1948 1949 1950 1951 1952 1953 
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RECENT FINANCIAL DATA ON GAS UTILITY STOCKS 


Share Earnings*—— 
2/10/54 Davi- - Price- 
Price dend . % In- 12 Mos. Earns. 
About i 7 crease Ended 
Pipelines 
Alabama-Tenn. Nat. Gas . 
East Tenn. Nat. Gas .... 
Mississippi Riv. Fuel ... 
Southern Nat. Gas 
Tem, Gas Trans. ..6..< 
Texas East. Trans. ..... 
Texas Gas Trans. ...... 
Transcontinental Gas .... 


Sept. 
Dec. 

Sept. 
Oct. 

Sept. 
Sept. 
Sept. 
Sept. 


He 
111 >>) py 


ooCOMNDdO 
S8Ss583/ 8 


Averages 


Integrated Companies 
American Natural Gas .. 
Colorado Interstate Gas .. 
Columbia Gas System .. 
Commonwealth Gas 
Consol. Gas Util. ....... 
Consol. Nat. Gas 

El Paso Nat. Gas 
Equitable Gas 
Kansas-Neb. Nat. Gas .. 
Lone Star Gas 
Montana-Dakota Utilities 
Mountain Fuel Supply .. 
National Fuel Gas 
National Gas & Oil 
Northern Nat. Gas 
Oklahoma Nat. Gas 
Panhandle East. P. L. ... 
Pennsylvania Gas 
Peoples Gas Lt. & Coke .. 
Southern Union Gas .... 
Southwest Nat. Gas .... 
United Gas Corp. ....... 
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Averages 
Retail Distributors 
Alabama Gas 
Atlanta Gas Light 
Brooklyn Union Gas .... 
Central Elec. & Gas 
Hartford Gas 
Houston Nat. Gas 
Indiana Gas & Water ... 
Kings Co. Lighting 
Laclede Gas 
Minneapolis Gas 
Mississippi Valley Gas... 
Mobile Gas Service 
New Haven Gas Light . 
Pacific Lighting 
Portland Gas & Coke .... 
Providence Gas 
Seattle Gas 
South Jersey Gas 
United Gas Improvement 
Washington Gas Light .. 


~A 
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47% $1.33 
5: 1.65 
1.64 
1.07 
2.07 
2.02 
1.94 
1.00 
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Canadian 
15 S International Utilities .... E 4.2% $1.87 
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RECENT FINANCIAL DATA ON TELEPHONE, TRANSIT, AND 
WATER COMPANIES 


Share Earnings*—— 
1952 2/10/54 Divi- Cur- Price- 
Rev. Price dend Approx. rent % In- 12 Mos. 
(Mill.) About Rate teld Period crease Ended 
Communications Companies 
Bell System 

Amer, Tel. & Tel. (Cons.) 161 $9.00 6% $11.61** 

Bell Tel. of Canada .... 42 d : 2.35 

Cin. & Sub. Bell Tel. .... 75 ; ; 4.61 

Mountain States T.& T. . 109 i ‘ A 

New England Tel. & Tel. 120 

Pacific Tel. & Tel. ...... 119 

So. New England Tel. .. 


Averages 


Independents 
Central Telephone 
General Telephone 
Inter-Mountain Tel. .... 
Peninsular Tel. 
Rochester Tel. ......... 
Southwestern Sts. Tel. .. 
Telephone Bond & Share . 
United Utilities 
Western Union Tel. ..... 
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Transit Companies 

Capital Transit 
Cincinnati Transit 
Dallas Ry. & Terminal .. 
Greyhound Corp. ....... 
Los Angeles Transit .... 
National City Lines 
Philadelphia Transit .... 
Rochester Transit 
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United Transit 


203ONI OR 
N 
— 


NR RY 
Ce 


—s 


| 


Pu HAUNOb 


sagt ag ee. 8 
|S38s!1S88SaS 
SSN 

NOOO 

s 1 RS1 oe 
III RII liie 


as 


A 
O 
O 
S 
O 
Ss 
O 
O 
O 
Ss 
O 


— 


x 

‘© 

x 
o 
wm 


Averages 


Water Companies 

Holding Companies 
American Water Works . 
New York Water Service 

Operating Companies 
Calif. Water Service .... 
Hackensack Water 
Jamaica Water Supply .. 
New Haven Water 
Ohio Water Service .... 
Phila. & Sub. Water .... 
San Jose Water 
Scranton-Springbrook . 
Southern Calif. Water .. 
West Va. Water Service . 
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5.1% 14.0 


A—American Stock Exchange. O—Over-counter or out-of-town exchange. S—New York Stock Ex- 
change. D—Decrease. *Earnings are calculated on present number of shares outstanding, except as other- 
wise indicated. **On average shares outstanding. ' —Includes stock dividend. (a)—Paid 4 per cent stock 
dividend. NC—Not comparable. (c)—Year 1952. 
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What Others Think 


A British View of Depreciation Allowance 


HE impact of inflation on original 

cost depreciation has long been the 
subject of lively discussion on this side 
of the Atlantic. A recent debate in the 
British Parliament indicates, however, 
that the problem is of equal interest in 
Great Britain. The question was recently 
debated in the House of Lords in connec- 
tion with a request that the English gov- 
ernment consider measures which would 
allow British shipowners to set aside ade- 
quate reserves to meet replacement costs. 
The discussion that followed contained 
some interesting comments on the whole 
question of original cost depreciation. 

The motion to provide some relief for 
English shipping companies was presented 
by Lord Teynham, himself a director of 
several ship-owning companies. By way 
of illustrating the difficulties facing a ship- 
owner at the present time, Lord Teynham 
used as an example a ship that cost 
£100,000 before the war and is due for 
replacement. 

“At today’s figure,” he pointed out, 
“this ship would cost something like £400,- 
000. The owner of that ship will, no 
doubt, have been prudent, and will have 
written off the £100,000 out of his profits 
by depreciation, which of course is free 
from tax; but he is still short of £300,000, 
which he must find out of taxed profits. 
That is the point. All this means that, to 
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close the gap, he must find not only £300,- 
000 but double that amount—that is, 
£600,000. These figures which I have en- 
deavored to make clear mean that to re- 
place a ship costing £100,000 a shipowner 
must set aside £700,000 out of the earn- 
ings of that ship during her lifetime, 
which is almost an impossible proposition 
in the industry at the present time. It is 
impossible of fulfillment because the 
Treasury insist that the annual deprecia- 
tion on a ship must be measured in the 
pounds of the year in which she was built, 
while receipts and running costs must of 
course be measured in the current year’s 
pounds.” 


orp Teynham suggested as a possible 
remedy that an arrangement be made 
whereby certain untaxed reserves could be 
placed in a special fleet replacement ac- 
count, such funds to be used solely for 
capital expenditure on ships. Because the 
shipping industry spends, devotes, and 
confers a greater proportion of its profits 
to replacing its assets than any other in- 
dustry, it should receive special treatment, 
Lord Teynham stated. It cannot possibly 
sustain its tremendous effort, he added, 
unless it is given a reasonable chance of 
maintaining its plant, like any other indus- 
try, at a level of efficiency which will en- 
able it to compete in the world’s markets. 





WHAT OTHERS THINK 


ord Wilmot of Selmeston supported 
Lord Teynham. “Ships, in common 
with other industrial plant, are being run 
down and wasted away by the effects of 
the high taxation of industrial earnings,” 
he stated, adding that the case for the 
shipping industry applies very largely to 
the whole range of industrial equipment. 
Lord Wilmot said: 


I think the time has come when 
the Treasury must seriously consider 
whether initially a large depreciation 
allowance should not be made on the 
basis of replacement costs. The fact is 
that in the pursuit of export sales, in 
order to assist the nation to balance its 
overseas accounts, not only shipowners 
.. . but every kind of industrial con- 
cern is giving away with every pound’s 
worth of goods a small part of its ac- 
cumulated capital; capital which it will 
find, eventually, it is unable to replace. 
The effect of this over the years is 
steadily rendering obsolescent the capi- 
tal equipment upon which Great Britain 
depends for its future livelihood. And 
the major criminal in this assassination 
of our past frugality is the Treasury. 
It is impossible, under the present sys- 
tem of taxation, for many industrial 
enterprises, whatever they do, to replace 
the wastage of their capital equipment 
which has taken place in the pursuit of 
export sales, for the benefit of foreign 
consumers incidentally but primarily for 
the benefit of the national balance of 
payments. 


A Royal Commission is presently re- 
viewing the whole field of taxation in 
Great Britain and the government has 
been unwilling to take any steps to relieve 
certain industries pending a report by the 
commission. Lord Wilmot took issue with 
this procedure, stating that in his view it 
was more important for the Treasury “to 


concentrate its attention, if there is the 
possibility of any tax amelioration, upon 
giving incentives for the ploughing back 
of industrial profits into the replacement 
of plant, rather than upon a reduction of 
the general rates of taxation.” 


r support of relief for the ship-owning 
industry, Lord Winster pointed to a 
remark made by the chairman on one of 
England’s most important tramp-owning 
companies, which at the present time owns 
25 ships. 

According to the chairman of the com- 
pany, if taxation, construction costs, 
and freights remain as now, by 1970 his 
fleet will be reduced to eight or nine ships. 
In regard to the high percentage of taxa- 
tion, Lord Winster noted that the United 
British Steamship Company made profits 
amounting to £742,613 for the year ended 
June, 1952. Out of those profits, taxation 
took £450,000—“surely a striking instance 
of the truth of what shipowners are say- 
ing upon that particular subject,” he com- 
mented. 

The experience of the Orient Company 
furnishes another case in point. The com- 
pany had to realize some of its holdings 
in order to meet the builder’s instalments 
on a ship due for completion in 1954. The 
ship will cost £5,500,000. A ship of exact- 
ly the same type, completed in 1949, cost 
£3,500,000, a difference of £2,000,000 in 
the five years that have elapsed. The 
earlier ship, Lord Winster pointed out, 
has got to earn a surplus of £7,500,000 
over her running costs in order to produce 
the £3,500,000 allowed as untaxed depre- 
ciation. She must also earn an additional 
£4,000,000, of which taxation will take 
about half, before the £5,500,000 neces- 
sary to replace her has been put by, and 
before she shows any surplus as her con- 
tribution towards the company’s divi- 
dends. 
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In the face of those facts, the chair- 
man of the Orient Company warned: 


If we do not secure the necessary 
surpluses for replacement, unless we 
can borrow new capital, we shall be 
faced with the alternative of reducing 
the carrying capacity of our fleet. The 
risk we as a nation are running is of 
the state eventually being short of tools, 
such as ships. 


orD Rochdale emphasized that the un- 
derlying difficulty facing the shipping 
industry today is a difficulty which besets 
every other form of industrial activity 
in Great Britain: It is the overriding diff- 
culty of being able to replace worn-out 
assets, whether it be ton for ton, in the 
case of shipping, machine for machine, or 
something else, when the greater portion 
of the cost of replacements has to be met 
out of earnings that have already been 
taxed at today’s “penal” levels. Lord 
Rochdale, who is president of the National 
Union of Manufacturers, suggested that 
the most effective action the government 
could take would be in some way to relate 
depreciation allowances to today’s cost of 
renewal. 

The Earl of Selkirk, on behalf of the 
government, replied to the above criticisms 
of Treasury policy by way of an histori- 
cal analysis of depreciation allowance. He 
stated : 


This system of what really amounts, 
I suppose, to calculated profit, goes back 
a long time—rather over a century— 
and first received statutory authority 
somewhere in, I believe, 1878. It has 
gradually been matured and qualified 
since then, and in 1907 it was laid down 
that the total amount of depreciation 


allowance must not exceed the actual 
cost. There have been alterations from 
time to time since that date. The point 
I should like to make is that there has 
not been any serious complaint about 
the operation of depreciation allowances 
until the end of the Second World War. 
We were then faced with a situation: 
which in some cases seemed to be en- 
tirely new. There have been periods of 
sharp rises in prices before, but most 
of them had been short-lived. Today, 
we have had steadily rising prices since 
1945—in fact, probably rather earlier. 
The question was whether something 
entirely new should be initiated. 


a noted that the shipyards at the 
present time are full, and if there ap- 
pear to be limitations today, they have up 
to now been material rather than finan- 
cial. According to government figures, he 
said, “it seems that the industry as a whole 
has sufficient reserves to finance its im- 
mediate programme.” Although individ- 
ual companies may be having difficulties 
and the industry might not have all the 
financial resources for replacement it 
deems desirable, “the facts do not suggest 
that the immediate problem is one which 
justifies any radical alteration.” 

Lord Teynham expressed dissatisfac- 
tion with the government’s reply, noting 
that figures can be made to show anything, 
and it is often difficult to know whether 
one set of figures is on a comparable basis 
with others. In any case, he hoped that 
the report of the Royal Commission would 
soon be forthcoming and that it would not 
be too late to “save the shipyards from 
unemployment and our merchant shipping 


from any deterioration.” 
—F. M. 
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New Regulatory Agency for Transportation Recommended 


e iss creation of an independent regu- 
latory agency for transportation has 
been recommended by the Temple Uni- 
versity Survey of Federal Reorganization 
in its report to the President, submitted 
a year ago, but just recently made 
public. 

The report also recommended that 
all “nonrate functions” of the Interstate 
Commerce Commission be transferred to 
the Department of Commerce. The survey 
was begun in October, 1952, and continued 
its activities after the new adminis- 
tration took office. President Eisenhower 
appointed a committee to represent him in 
connection with the study, which he de- 
scribed as “most timely.” 

In recommending an integrated inde- 
pendent regulatory agency for transporta- 
tion, the report stated: 


The present theory is to regulate 
separately, somewhat as though the 
other form of transportation did not 
exist, civil aviation, shipping, and rail- 
roads, with which motor carriers are 
joined—yet the promotion and regula- 
tion of the one affects the other and the 
integrated well-being of all is essential 
to our economy and national defense. 
True, each has its different problems 
and in the national interest one form of 
transportation may need encouragement 
or discouragement which another may 
not. But we cannot afford to ignore the 
regulation by isolation that now exists. 
We must determine carefully to what 
extent integrated regulation is possible 
and practicable, consistent with such 
particular protections as the one or the 
other form of transportation may 
require. 


As for the “nonrate functions” of the 
Interstate Commerce Commission, the 
report stated : 


317 


Motor carrier and railroad safety 
functions are highly technical but are 
essentially executive, not regulatory. 
They involve much action, administra- 
tive and executive in nature, which is 
not suitably performed by the board 
type of organization. Moreover, such 
functions divert regulatory boards from 
their real mission. Motor carrier func- 
tions can be tied into related activities 
of the Bureau of Public Roads. Closer 
liaison with state highway and vehicular 
bodies would also be possible. The exact 
assignment of these various functions 
should be the responsibility of the Sec- 
retary of Commerce. 

Planning of action on railroad con- 
solidations cannot be divorced from 
general national transportation policy, 
and should be done in the agency re- 
sponsible for such policy development. 
The right of decision on consolidations, 
however, should remain in the Inter- 
state Commerce Commission, for it is 
a quasi judicial duty. 


In view of the fact that the independent 
agencies make economic decisions of vital 
effect upon the national welfare, the report 
stated, an agency board of review should 
be created to which decisions and orders 
could be appealed on their merits. 


yam Temple survey group was headed 
by Temple’s president, Robert L. 
Johnson, who had previously served on 
a Hoover Commission task force and was 
chairman of the Citizens Committee for 
the Hoover Report. “Researched by pri- 
vate citizens—financed by private enter- 
prise,” the survey was designed to bring 
to date the report of the first Hoover 
Commission and to help guide the new 
administration in formulating plans for 
continued government reorganization. Its 
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chief significance lies in the fact that it 
“bridges the gap between the first and 
second Hoover Commissions.” 

Among the survey’s 126 recommenda- 
tions were several of interest to electric 
companies. The survey concluded that 
reorientation of federal policies in the field 
of natural resources is necessary, with all 
such functions consolidated in a single 
Cabinet department. Other than this, how- 
ever, the survey group would reorganize 
the Interior Department substantially 
along lines recommended by the majority 
of the first Hoover Commission. It 
would create a Water Development Serv- 
ice and a Power Service, the first to in- 
clude all the civil functions of the Army 
Corps of Engineers, the functions of the 
Bureau of Reclamation, flood-control 
functions now handled in the Department 
of Agriculture, and river basin planning, 
development, and operating functions of 
the U. S. section of the International 
Boundary and Water Commission. The 
Power Service would include the Bonne- 


ville Power Administration, SPA, SEPA, 
and the FPC’s present authority for river 
basin planning and investigation. 


fiw: Temple survey would also decen- 
tralize planning of water resources 
development through establishment of 
state-federal interagency regional com- 
mittees operating under the leadership of 
field representatives of the division of 
water resources programming. Included 
in the survey’s recommendations was one 
which would transfer to the Federal 
Power Commission authority to set rates 
and approve cost allocations of Bureau of 
Reclamation projects. 

Recommendations apparently made for 
the first time include establishment by law 
of congressional responsibility to approve 
installation of penstocks in all federal 
water projects upon recommendation of 
the FPC and transfer to the Federal Re- 
serve Board of statistical collating and 
reporting duties of the FPC and the 
Securities and Exchange Commission. 





Why Permit a Recession? 


eae moderate decline in business ac- 
tivity has sufficed to touch off the de- 
mand for governmental antirecession 
stimulants. Although by any reasonable 
standard business is now decidedly good, 
still the cry for help from Washington is 
heard, not as a remedy for anything that 
has happened but as a preventive of what 
it is feared may happen. The Guaranty 
Survey, monthly publication of the Guar- 
anty Trust Company of New York, be- 
lieves that the undue alarm over the present 
situation may be owing in part to a loss 
of perspective—the natural result of a long 
period of abnormalities through which the 
economy has passed since 1930. A pro- 
longed and severe depression was followed 
by a costly war during which purchasing 
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power rose sharply but personal consump- 
tion and normal investment were sub- 
ordinated to military needs. With the re- 
moval of wartime restraints, the pent-up 
demand for both consumers’ and produc- 
ers’ goods naturally resulted in a boom, 
intensified by the rearmament program 
and the outbreak of hostilities in Korea. 

“Realistic observers have recognized all 
along that these underlying factors in the 
boom were temporary and that a readjust- 
ment must be faced sooner or later,’ the 
Survey comments. “How much of this re- 
adjustment is due now is a question on 
which views may well differ. The weight 
of opinion among forecasters seems to be 
that present indications do not point to 
any deep or protracted recession in the im- 





o—- jah oh Oot Oe 2 aelClUeeelCUlUe el eelUCUlC UC CU ill Cre lr CU 


WHAT OTHERS THINK 


mediate future. In any case, there is no 
valid reason for surprise or alarm, except 
among those who have lost sight of long- 
term realities.” 


i bey essential fact which the advocates 
of governmental intervention refuse 
to face is that business recessions do not 
just happen, the Survey continued. “A re- 
cession is not an unfortunate accident but 
acorrective process due to and necessitated 
by the excesses and maladjustments that 
have arisen under boom conditions. Like 
other market fluctuations, it reflects a need 
for readjustments, and its function is to 
effect such readjustments. Measures to 
avert it, even if temporarily successful, 
would at the same time prevent the needed 
corrections, prolong and aggravate the un- 
sound conditions, and store up more 
serious trouble for the future.” 

There is wide disagreement regarding 
the weaknesses that seem always to develop 
during a boom, but it is generally agreed 
that booms generate unsound tendencies. 
Excessive inventories, distorted price 
structures, unbalance in price-cost relation- 
ships, speculation, overexpansion of credit, 
wars, crop failures, changes in govern- 
mental policies—all these conditions occur 
in such a bewildering variety of combina- 
tions that so far they have defied analysis 
and prediction, diagnosis and treatment. 
One thing is sure, however. Governmental- 
ly administered doses of inflation or “re- 
flation” in an effort to prevent or shorten 
the inevitable reaction may temporarily al- 
leviate the symptoms but cannot be ex- 
pected to cure the ailment. 

“The longest and most disastrous de- 
pression in history was the one which gov- 
ernment tried most strenuously to combat 
with inflationary injections,” the Survey 
notes. “It is inconsistent to assert, as in- 
terventionists do, that booms create mal- 
adjustments but that they can neverthe- 


less be indefinitely maintained on a sound 
basis. Any attempt to prove the truth of 
such a self-contradiction in practice would, 
if continued long enough, end in general 
wreckage.” 


_— real task of readjustment after a 
boom is not performed by govern- 
ment but by business itself under the pres- 
sure of contracting markets and tightening 
competition, the Survey states. Deadwood 
is cut out. Inventories are reduced. Un- 
sound projects are abandoned. Price and 
cost relationships are realigned. Operating 
inefficiencies in labor and management are 
eliminated or diminished. The quality of 
goods and services is improved. Inflated 
values are written down to realistic levels. 
Consumers’ wants are re-examined, and 
production schedules are altered accord- 
ingly. The “lost art” of salesmanship is 
rediscovered. 

Inflation or “reflation,” the Survey 
stresses, is no substitute for readjustment. 
It merely prolongs the maladjustments and 
strengthens the forces tending to cause 
recession. 

“The arguments used by the advo- 
cates of governmental intervention seem 
to indicate that the ‘pump-priming’ su- 
perstition persists, despite the flat failure 
of the 1930’s, At that time businessmen 
showed that they were too smart to be 
fooled by false analogies. The effects of 
the inflationary stimulus lasted only as 
long as the stimulus was applied.” 


“rn calling for governmental 
aid,” the Survey concluded, “. . . 
Americans would do well to recall the ex- 
perience of the last two decades, which 
has shown that inflation is not a reversible 
process.” In short, an orderly business re- 
adjustment comes to an end, leaving the 
economy in a strengthened condition. A 
dilution of the currency stays with us for 
all time. 
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Governors Attack Project 
Fund Cuts 


| fmage against budget committee cuts 
for The Dalles and Chief Joseph 
dam appropriations in Congress shaped 
up recently in a Columbia Basin In- 
teragency Committee meeting held in 
Portland. 

Governors Paul L. Patterson, Oregon; 
Arthur B. Langlie, Washington; and Len 
Jordan, Idaho, indicated they would seek 
restoration of the funds when they visit 
Washington, D. C., to confer with Presi- 
dent Eisenhower late in April. 

Total losses of approximately $19,000,- 
000 in power revenues, exclusive of inter- 
est, were forecast if one-year “slippages” 
in completion dates of the two projects 
become effective. 

The Budget Bureau has recommended 
$27,000,000 in 1955 for Chief Joseph 
dam, $7,000,000 less than requested. Brig- 
adier General Don G. Shingler, division 
engineer, said this would cause “perma- 
nent loss” of $8,000,000 in power reve- 
nues and a one-year delay in the schedule 
for installing generator units 5 through 
12. They were to have been installed in 
1956-57. 

The executive secretary of the Colum- 
bia Basin Interagency Committee said 
$5,000,000 more might save the Chief 
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Joseph schedule, but it could not be main- 
tained with a $7,000,000 cut. 

The Budget Bureau has recommended 
a $34,100,000 appropriation for The 
Dalles dam in 1955. To avoid a year’s 
“slippage” in the completion date, now 
set for 1957, $58,000,000 is needed, it 
was said. 

The result will be a difference of 200,- 
000 to 300,000 kilowatts in the Pacific 
Northwest and considerably more use of 
high-cost steam generation. Interagency 
committee members said loss to the gov- 
ernment represents only one-third of the 
loss which will result. They pointed out 
that each dollar in power revenue lost 
means $2 lost in industrial development 
for the region. 


Two Publications Issued 


— DIAMOND JUBILEE COMMITTEE, 
the organization heading the nation- 
wide celebration this year of the seventy- 
fifth anniversary of Edison’s incandescent 
lamp, announced the issuance of its two 
basic publications, ‘“Light’s Diamond 
Jubilee Plan Book” and “Light’s Diamond 
Jubilee Fact Book,” on February 11th, 
Edison’s birthday. 

The Plan Book, containing 32 pages, 


details plans and suggestions for jubilee 
activities by both utilities and manufac- 
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turers in this industry-wide celebration. 
It also lists participating organizations. 
Charles E. Wilson, chairman of the 
sponsoring committee for Light’s Dia- 
mond Jubilee, wrote the introduction to 
the Plan Book. 
The Jubilee Fact Book, containing 92 


> 


pages, presents the most important de- 
velopments of electricity in the past sev- 
enty-five years in a series of 21 articles, 
each dealing with one area of electrical 
progress. It is written in a simple style, 
with technical discussions kept to the mini- 
mum. 


Arkansas 


Court Gives Oil and Gas 
Land Ruling 


I* a precedent-setting opinion which had 
been awaited with interest by oil and 
gas law authorities in Arkansas, the state 
supreme court last month ruled that 
statutes providing for acquisition of tax- 
forfeited lands in the state do not apply 
also to mineral rights where such rights 
have been severed previously from the 
title to the land. 

Affecting the rights of thousands of 


> 


persons who own interests in oil, gas, and 
minerals under Arkansas lands, the opin- 
ion was written by Justice Paul Ward, 
with no dissent noted. It affirmed Chan- 
cellor R. L. Launius of Camden in dis- 
missing tax title confirmation proceedings 
filed in his court. 

Justice Ward commented that there 
were convincing reasons that led to the 
conclusion that “the legislature never in- 
tended to make said statutes available for 
the confirmation of undivided interests in 
oil, gas, or other minerals.” 


Colorado 


Court Backs Phone Rate 
Increase 


a opinion handed down by the 
state supreme court recently upheld 
a $5,579,410 statewide rate increase 
granted the Mountain States Telephone 
& Telegraph Company by the state public 
utilities commission in June, 1952. 

The high state court affirmed a ruling 
by Denver District Judge E. C. Day that 


5 


the commission acted within its jurisdic- 
tion in granting the rate hikes. 

Although not concerned with the most 
recent rate increase of $4,011,040 that 
was granted to the telephone company 
last October, the supreme court’s ruling 
was expected to affirm the commission’s 
scope and authority over both rate in- 
creases. 

The city and county of Denver brought 
the case before the high court. 


Georgia 


Natural Gas Rates Cut 
RATE reduction of about 11.5 per 
cent for its subscribers, requested 


321 


last fall by the South Atlantic Gas Com- 
pany, has been approved by the state pub- 
lic service commission, with a reduction 
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of about 35 per cent to become effective 
June Ist. 

Because natural gas, which the com- 
pany brought in during the latter part of 
1953, is hotter and therefore cheaper, 
South Atlantic notified the state public 
service commission last fall that it would 
seek rate reductions ranging, eventually, 
up to nearly 50 per cent. 

The state commission on December 
31st ordered a reduction of about 30 per 


New 


Views on Utility Disputes 


mse governor’s committee to make 
recommendations on fair and equi- 
table treatment in the settlement of labor- 
management problems in public utility dis- 
putes will ask other states how they 
handle this matter. 


* 


cent, effective January Ist. South Atlantic 
appealed, explaining that it had antici- 
pated such reductions itself, but over a 
period of months, and that such drastic 
reductions immediately would not give 
the company time to absorb the cost of 
the switch-over from manufactured to 
natural gas. 

After a brief hearing, the commission 
agreed with the gas company and set up 
the rate reductions on a sliding basis. 


Jersey 


At a meeting held last month in New- 
ark, it was decided to send a questionnaire 
to various states to get their views and 
methods used in settling these disputes. 
The committee also decided to request the 
views of all interested parties affected by 
the state’s antistrike law, the chairman 
said. 


& 
New York 


Increased Gas Rates Filed 


HE state public service commission 
recently accepted a filing by New 
York State Electric & Gas Corporation, 
designed to increase gas rates in its Lock- 
port district by an average of 9.2 per cent, 
effective February 26th. The company 
estimates the new rates will produce about 
$74,100 additional annual revenue. 
In filing for the rate increase, the com- 


¥ 


pany stated the amount of additional reve- 
nue to be derived therefrom would only 
offset operating losses now incurred in its 
gas operations there and not provide any 
real operating income. It attributed cur- 
rent operating losses in its Lockport divi- 
sion to an increase in the cost of transport- 
ing purchased manufactured gas, and to 
recent increases in wages and the cost of 
materials. 


Washington 


Phone Rate Increase Modified 


i ee Pacific Telephone & Telegraph 
Company was authorized last month 
to boost its rates $1,737,000 annually in 
Washington. The increase, approved by 
the state public service commission, was 
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approximately a million dollars less than 
the company had sought. 

Statisticians for the commission esti- 
mated the higher rates would mean an 
average increase of approximately 22 
cents a month on each individual’s tele- 
phone bill. 
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Progress of Regulation 


Purchase Price Not Exclusive Test of Original Cost 


HE supreme court of Rhode Island 

affirmed an order of the public utility 
administrator instructing a water com- 
pany to file increased rates to yield a 6 
per cent return upon the rate base as found 
by him. The appeal was predicated upon 
a claim that the rates were based upon an 
inflated, fictitious rate base. 

The appellant relied solely upon a deed 
from a predecessor water company to the 
present company conveying all of the 
property in question. Federal revenue 
stamps on the deed indicated that the com- 
pany had paid only $95,000 for the 
property. 

It claimed that the purchase price 


was the original cost upon which to fix 
the rates. The administrator, however, 
fixed a higher rate base upon evidence 
which, among other things, included an 
original cost figure adopted by the prede- 
cessor public utility commission. 

The court rejected the view that the al- 
leged cost price of the property to the com- 
pany must necessarily be the original cost 
for rate-making purposes. It said that the 
actual price paid may or may not have 
represented the fair value of the property. 
That price is a relevant factor, but not an 
exclusive or final test of such value, ac- 
cording to the court. Town of Jamestown 
v. Kennelly, 100 A2d 649. 


Commission Rejects Costs and Expenses of Interstate Company 
Computed on Allocation Basis 


7 is a theoretical method of 
ascertaining or assigning costs. The 
best method, thought the West Virginia 
commission, would be the actual cost and 
operations of the physical plant used and 
useful to serve the state customers. 

A gas company, operating in a 3-state 
area, had computed costs and expenses on 
an allocation basis. The company claimed 
the area was completely integrated and 
actual separation of the state property 
was not possible. 


Noting that the company and its group 
were the only ones in the state that had 
not kept books in a manner which would 
show the actual state operations, the com- 
mission stated when an allocation basis 
would be accepted : 


... before such may be accepted this 
commission believes that it must be 
proven in an uncontradicted manner 
that the method of allocation accurate- 
ly sets out the operation in West Vir- 
ginia and the costs of operation allo- 
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cated thereto. The responsibility, and 
the burden of proving this, is on the re- 
spondent and this commission feels in 
the instant case the respondent has 
failed to meet the burden placed on it 
by law, and when there is reasonable 
doubt to the commission, such doubts 
should be resolved in favor of the cus- 
tomer. This is to say that if the evi- 
dence proved beyond reasonable doubt 
that the allocation method propounded 
by the respondent was as favorable to 
the West Virginia customer, which is 
the only customer this commission is 
concerned with, and the respondent had 
been authorized by the commission to 
keep its books and records in a manner 
different to that provided by General 
Order No. 107-E, then, in such event, 
the allocation would be accepted as a 
substitute for the present method pro- 
vided for by the rules and regulations 
of the commission. 


The commission would not accept the 
allocation figures submitted by the com- 
pany. The depreciation figures were an ob- 
ject of particular scrutiny. Much of the 
company’s state property was fully or 


practically depreciated. By basing the de- 
preciation rates on a system-wide basis, 
the company had overlooked this factor. 
If the allocation methods were accepted, 
state customers would be paying for de- 
preciation in the relatively new plants in 
service in the other two states. Deprecia- 
tion on state property, commented the 
commission, is a responsibility to be borne 
by the state customers only and not on an 
over-all allocation basis. 

The allocation methods used did not en- 
able the commission to determine with any 
degree of accuracy the value of the com- 
pany’s state property on which a return 
could be based. Nor could the operating 
expenses, including depletion, deprecia- 
tion, and taxes, be ascertained. 

Despite the insufficient evidence, a rate 
increase was granted. The commission 
felt that the company was entitled to addi- 
tional revenue to meet increased labor and 
gas costs. But the company was ordered 
to use the accounting methods prescribed 
by the commission so that the actual cost 
of state operations could be determined 
in future proceedings. Re Manufacturers 
Light & Heat Co. Case Nos. 3948, 3949, 
January 8, 1954. 


Debt Ratio Burdensome to Ratepayers 


HE Utah commission concluded that 
a telephone company’s debt ratio of 
about one-third of total capitalization 
would prove unduly burdensome to the 
ratepayers. Simple arithmetic, commented 
the commission, demonstrates the differ- 
ence in the cost of this type of capital to 
users of telephone service. Interest on debt 
is a deductible item of expense in deter- 
mining income tax liability, while divi- 
dends paid on common stock are not 
deductible. 
The present corporate income tax 
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is high. The wide divergence between 
cost of equity capital and debt capital 
brought about by the tax structure and 
market conditions would work a hardship 
on the company’s customers if the pro- 
posed debt ratio were allowed. 

The management of a public utility is 
obligated to consider the welfare of its 
customers as well as its stockholders. Dur- 
ing periods of depressed business condi- 
tions a company with no debt or a mod- 
erate amount of debt is in a safer position 
than one with a high debt. Somewhere be- 
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tween the point of no debt and extremely 
high debt is an area of reasonable safety. 

The determination of the company’s fi- 
nancial policies should rest with its offi- 
cers, said the commission. For a reguia- 
tory commission to attempt to substitute 
its judgment for that of the officers in 
such matters may be dangerous. Never- 
theless, in view of the extensive testimony 
on the subject of debt ratio, the commis- 
sion found that a ratio of 40 per cent was 
entirely within the realm of safety for the 
company. 


Interrogatories Rejected 


The company was directed to file a 
schedule of rates which would afford a 
return of 6.5 per cent on a rate base which 
excluded plant under construction and 
working capital. When the company did 
so the commission investigated the sched- 
ules and a protesting municipality sub- 
mitted six interrogatories to the company. 

The company answered two interroga- 
tories but objected to the other four which 


e 


required the company to “furnish the 
amount of its investment devoted to, its 
operating revenue derived by, and its op- 
erating expenses incident to, the furnish- 
ing of intrastate telephone service for the 
calendar year ending December 31, 1953, 
to respondent’s subscribers within (a) the 
corporate limits of Ogden City, (b) each 
exchange operated by respondent, and 
(c) each group of exchanges included in 
the proposed rate schedule.” 

The commission ruled that the company 
was within its rights in refusing to an- 
swer the interrogatories. A company 
which uses a statewide system of rate 
making would not have the information 
requested in its possession and should 
only have to demonstrate that the differ- 
ential between classes of service and ex- 
changes was reasonable. Re Mountain 
States Teleph. & Teleg. Co. Case No. 
3939, December 29, 1953; Re Mountain 
States Teleph. & Teleg. Co. Investigation 
and Suspension Docket No. 103, January 
22, 1954. 


Invasion of Territory Barred 


HE Missouri commission refused to 

grant the request of a group of farm- 
ers to require a particular telephone com- 
pany to furnish service. Having deter- 
mined that the area in question properly 
belonged to another company, the com- 
mission stated that a utility should not be 
permitted to invade the service area of an- 
other unless the action could be justified 
on the grounds of public convenience and 
necessity. 
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That one company might render better 
service could not be made the basis for 
such a request. Since the area properly be- 
longed to another company, that company 
was the one that should furnish the 
service. 

If the service is poor, the commission 
should require the company to improve 
service to a reasonable standard. Re 
Louisville Community Farmers, Case No. 
12,698, December 15, 1953. 


Federal Power Commission Rules on Rate Consequences of 
Accelerated Amortization 


: I ‘HE Federal Power Commission re- 
cently expressed its views on the 
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treatment of accelerated amortization in 


rate cases. The accounting aspects of the 
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situation, the commission said, would be 
treated in a later proceeding. 


No Rate Reduction 


One of the principal matters considered 
was whether a rate reduction should be 
required during the amortization period. 
The commission ruled rates should not be 
reduced during the 5-year period in 
which the defense facilities would be 
written off, notwithstanding the substan- 
tial tax savings experienced because of 
the abnormal depreciation. Congress, the 
commission said, did not forgive but 
merely deferred the taxes which would 
have become due during the 5-year period. 
Assuming that the tax rate will not 
change, there would be no ultimate tax 
savings to the utility. 


Interest Free Loan 


Any other view, the commission con- 
tinued, would result in a cash donation to 
the particular persons who happened to 
be customers during the 5-year period. 
The effect of the tax deferral was de- 
scribed as a “grant by our government to 
a certificate holder of an interest-free 
loan.” 

The commission did not consider that 
it had the authority to question the wis- 
dom of the government agency which 
awarded the emergency certificate or the 
right to speculate on whether there would 
be a reduction in the income tax rate. The 
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annual depreciation charge for rate mak- 
ing would be related to the service life of 
the property notwithstanding the fact that 
a different basis would be used for tax 
purposes. 


Return on Tax Savings 


Finally, the commission disposed of the 
question as to whether a return should be 
allowed on the income tax savings accru- 
ing during the 5-year period. In answer- 
ing this question in the affirmative, the 
commission overruled a contention that 
these savings are customer contributions 
and said that as long as the funds are in- 
vested in used and useful plant, a return 
should be allowed. 

A strong dissenting opinion by Com- 
missioner Doty challenged the majority’s 
reasoning on the deferred taxes. He con- 
tended that the accelerated amortization 
should be recognized in fixing rates. The 
tax saving, he said, “has none of the char- 
acteristics of a loan, due date, amount 
certain, etc.” 

The commissioner gave his answer to 
the question in these words: 


To me, the problem would best be 
handled by the allowance of accelerated 
depreciation expense and the deduction 
of the resulting depreciation reserve 
from the rate base in the fixing of just 
and reasonable rates. 


Re Treatment of Federal Income Taxes, 
Docket No. R-126, Opinion No. 264, De- 
cember 4, 1953. 


Difference between Transit Company and 
Other Utilities Noted 


HE Utah commission denied a rate 

increase to a transit company with an 
operating ratio of 94.59 per cent after pay- 
ment of federal income taxes, and 89.17 
per cent before taxes. 
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The commission observed that in earlier 
proceedings it had given consideration to 
both operating ratio and rate of return on 
a net investment rate base. The difference 
between the earnings of transit companies 
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and other utilities was explained: 


We do not believe that the reason- 
able earnings of a transit company such 
as City Lines can be measured by strict 
adherence to a rate base-rate of return 
method comparable to that used in con- 
nection with electric, telephone, and 
gas rate cases. 
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Because of the problems confronting 
the transit industry, the commission did 
not merely dismiss the proceeding but re- 
tained jurisdiction so that prompt relief 
could be afforded if the experienced down- 
ward trend continued. Re Salt Lake City 
Lines, Investigation and Suspension Dock- 
et No. 95, November 18, 1953. 


Wage Increase Contingent upon Rate Increase 
Ignored in Rate Case 


F geese increase for transit employees, 
contingent upon the granting of a 
rate increase, was ignored by the Louisi- 
ana commission in denying a transit rate 
increase. The application, in effect, placed 
the commission in the rather novel posi- 
tion of granting or denying a wage in- 
crease. This is not a state commission 
function. 

The commission observed that the com- 
pany did not obligate itself to make the 
wage increase as of any specific date. It 
was, therefore, not a definite obligation 
of the company. If the company had con- 
tracted and agreed to pay the wage in- 
crease as of a certain date regardless of 
the outcome of the rate proceeding, the 
commission would have taken the wage in- 
crease into account. 

The commission also reduced the com- 
pany’s claimed working capital allowance, 
saying : 
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A utility’s cash requirements are 
usually based on the amount of cash 
needed for the day-to-day operations of 
a system for the period prior to the col- 
lection of revenues. A utility that bills 
for its services at the end of the month 
during which its commodity is fur- 
nished is required to provide itself with 
funds to pay its employees and its cur- 
rent bills before it collects its revenues 
for the month. Some utilities, however, 
collect for services in advance or at the 
time the service is rendered, and thus, 
theoretically, at least, need very little 
or no advance operating cash. A trolley 
company collects the bulk of its reve- 
nues at the time service is rendered and, 
in the case of ticket sales, it collects 
the revenues in advance. 

Ex Parte Shreveport Railways Co. No. 
6354, Order No. 6347, September 16, 
1953. 


Court Upholds Exclusion of Cancellation Payment from 
Expense under Federal Power Act 


HE Aluminum Company of America, 
for many years, received mechanical 
power from Niagara Falls Power Com- 
pany and its predecessors. A contract for 
such power was to terminate in 1967. The 


power company, and its successor Niag- 
ara Mohawk Power Corporation, made 
an agreement to cancel the arrangement 
in 1949 upon payment of $1,500,000 to 
Alcoa. It then attached its own generators 
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and began to supply energy to electric cus- 
tomers, with annual revenues doubled. 

The Treasury Department in a “clos- 
ing agreement” with the power company 
defined the $1,500,000 payment as a cap- 
ital expenditure which would be subject 
to deductions for amortization over the 
unexpired period of the old leases. The 
New York commission permitted the com- 
pany to amortize the payment through op- 
erating expense accounts. 

The Federal Power Commission, how- 
ever, required that the expenditure be 
charged off immediately to Account 271, 
Earned Surplus. It ruled that the expendi- 
ture should not be considered in determin- 
ing the portion of the licensee’s earnings 
to be transferred to the amortization re- 
serves required by § 10(d) of the Federal 
Power Act. Re Niagara Mohawk Power 
Corp. (1952) 95 PUR NS 181. 

The United States Court of Appeals 
for the District of Columbia Circuit has 
upheld the order of the commission. The 
company, said the court, had the burden 
to justify the amortization of the Alcoa 


payment when it was questioned by the 
commission. There was the possibility 
that Alcoa might, because of its antiquated 
plant and the cessation of hostilities, wel- 
come gratuitous cancellation of the con- 
tract. Moreover, the company had not ap- 
plied to the Federal Power Commission 
for relief from the discriminatively low 
charges it made to Alcoa. The court held 
that the company had not sustained the 
burden of proof. 

The company’s license under § 10(d) 
of the Federal Power Act provides for 
holding excess earnings in the amortiza- 
tion reserves, and the commission’s re- 
fusal to recognize the Alcoa payment as 
an operating expense will ultimately re- 
duce the amount which the United States 
must pay for the project if it should ac- 
quire it under § 14 of the act. The com- 
mission’s action does not change the ex- 
pense allowance for rate making in New 
York, nor does it affect the federal income 
tax. Niagara Mohawk Power Corp. v. 
Federal Power Commission, No. 11668, 
January 21, 1954. 


Service Curtailed to Overcome Decreasing Revenues 


HERE are only two ways, commented 

the Massachusetts department, for a 
privately owned carrier to meet constant- 
ly decreasing gross revenues. One method 
is to increase fares and hope that the re- 
sulting loss of traffic will be more than 
overcome by the increased revenue per 
passenger. The other solution is to cut ex- 
penses. 

A transit company had previously been 
granted an increase in rates. At that time, 
the department had pointed out that there 
was room for schedule rearrangements in 
the company’s operations which could 
bring about further operating economies. 

The company took the advice of the de- 
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partment seriously. Certain Sunday bus 
service was eliminated and a waiting room 
closed. The city council petitioned the de- 
partment for restoration of the service 
and reopening of the waiting room. 

The department decided it could not 
compel the carrier to run at a loss. Since 
75 per cent or more of the company’s ex- 
penses were direct labor charges, the la- 
bor costs had to be cut. Not enough per- 
sons patronized the service to support the 
operation. Over-all operations were on a 
marginal basis. The carrier, therefore, was 
justified in eliminating a service which 
public convenience and necessity no long- 
er required. 
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The maintenance of the waiting room 
was not so essential to the public welfare 
as to justify re-establishment. The saving 
in expenses was sufficient reason for the 
company’s action. The public might bet- 
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ter be deprived of the convenience of a 
waiting room than of necessary transpor- 
tation. City of North Adams v. Berkshire 
Street R. Co. DPU 10752, January 27, 
1954. 


Other Important Rulings 


Telephone Return. A return of 6.55 
per cent on a net investment cost rate base 
was considered by the Wisconsin com- 
mission to be fair and reasonable for a 
telephone company. Re Lodi Teleph. Co. 
2-U-4132, December 7, 1953. 


Enlarged Operating Rights. The Colo- 
rado commission enlarged the operating 
rights of a motor carrier upon a showing 
that the demand for the carrier’s service 
had increased and that the public needed 
the additional service. Re Holthaus (Ajax 
Package Delivery) Decision No. 41755, 


Application No. 12578-Extension, De- 
cember 18, 1953. 


Test Period Expenses. The Colorado 
commission approved a 5-year average for 
gravity supply and distribution expenses 
of a water company because a variance of 
climatic conditions made it difficult to se- 
lect any one year as a test basis. Re Lead- 
ville Water Co. Investigation and Suspen- 
sion Docket No. 339, Decision No. 41351, 
October 8, 1953. 


Train Discontinuance. Commission find- 
ings that public convenience and necessity 
would not permit the discontinuance of 
certain trains operating at a substantial 
loss were set aside by the Illinois Supreme 
Court where only a small segment of the 
public was using the service and, although 
some people would be inconvenienced, the 
per capita ownership of automobiles in 
the territory was above the national av- 
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erage. Thompson v. Commerce Commis- 
sion (1953) 115 NE2d 622. 


Passenger Train Stops. The North 
Carolina Supreme Court approved a com- 
mission order denying a railroad authority 
to substitute a flag for regular passenger 
train stop where the only advantage to the 
railroad would be in the saving of five 
minutes’ time, a small economy in ex- 
penses, and added convenience to passen- 
gers who chafe at annoying frequent 
stops along the way. State ex rel. Utilities 
Commission v. Atlantic Coast Line R. Co. 
78 SE2d 780. 


Thermal Content Increase. Authority to 
increase the thermal content of gas from 
540 to 900 stu in certain portions of the 
territory was granted by the New York 
commission so that the company would 
be able to render adequate and efficient 
service and be able to relieve patrons pay- 
ing approximately the same rate as a 
neighboring territory having a better than 
two-thirds higher gas heating content. 
Re Republic Light, Heat & Power Co. 
Case 16524, December 7, 1953. 


Mail Pay. The United States Court of 
Appeals ruled that the Civil Aeronautics 
Board, when determining mail compensa- 
tion for a past period, could take into con- 
sideration, as other revenue, the profit the 
carrier made on a prior sale of a mail 
route and equipment. Summerfield et al. 
v. Civil Aeronautics Board, 207 F2d 200. 
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Private Carrier Certificate. The Colo- 
rado commission, before granting private 
carrier authority, must find that the ap- 
plicant is qualified to act as a private car- 
rier, that the service is needed by custom- 
ers in the area, and that the granting of 
the application will not impair the opera- 
tions of existing common carriers. Re 
Rota-Cone Oil Field Operating Co. Dect- 
sion No. 41783, Application No. 12608, 
December 23, 1953. 


Rate Increase. A telephone company 
was granted a rate increase by the North 
Carolina commission where additional 
capital was needed to improve and expand 
plant in service and the present return was 
insufficient to attract necessary capital. 
Re Albermarle Teleph. Co. Docket No. 
P-1, Sub 3, December 31, 1953. 


Monopoly Policy. The state’s policy 
that public utilities shall enjoy a regulated 
monopoly, declared the Arizona Supreme 
Court, is inapplicable to municipal cor- 
porations engaged in the public utility 
business. Tucson v. Polar Water Co. 259 
P2d 561. 


Eminent Domain. A certificate of pub- 
lic convenience which evidences approval 
of a utility’s exercise of eminent domain 
powers, said the Pennsylvania Superior 
Court, does not determine the right of the 
utility to condemn lands or the validity of 
subsequent proceedings by eminent do- 
main, but merely constitutes preliminary 
approval, and is a finding that the exer- 
cise of the power, if it does exist, is neces- 
sary. Reed et ux. v. Pennsylvania Pub. 
Utility Commission, 100 A2d 399. 
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COLORADO PUBLIC UTILITIES COMMISSION 


Re Mountain States Telephone & 
Telegraph Company 


Application No. 12292, Decision No. 41363 
October 9, 1953 


agen for determination of rate base and fair return 
for telephone company; determination made. 


Apportionment, § 7 — Telephone separations. 
1. Telephone separations according to the methods set forth in the Charles- 
ton modification of the NARUC Separations Manual were considered proper 
in a rate proceeding, p. 132. 


Valuation, § 21 — Rate base determination — Formula. 
2. The commission, in ascertaining a telephone company’s rate base, is not 
required to follow any particular formula, p. 132. 


Valuation, § 213 — Rate base — Property held for future use. 
3. Telephone property held for future use is properly included in the rate 
base, p. 133. 


Valuation, § 68 — Rate base — Plant acquisition adjustment. 
4. Telephone plant acquisition adjustment is not properly includible in the 
rate base, p. 133. 


Valuation, § 224 — Rate base — Telephone plant under construction. 
5. Telephone plant under construction will be allowed as part of the rate 
base, provided that the related interest charged to construction is included 
as an addition to income in computing net operating earnings, p. 133. 


Valuation, § 300 — Materials and supplies. 
6. A telephone company should be permitted to include materials and sup- 
plies as part of its rate base, p. 133. 


Valuation, § 288 — Working capital. 
7. Cash working capital is properly includible as part of a telephone com- 
pany’s rate base, p. 134. 


Return, § 27 — Allowance over interest and dividends. 
8. A utility’s return allowance should permit the payment of interest and 
reasonable dividends and leave something to be passed to the surplus ac- 
count, p. 136. 

Return, § 26 — Cost of capital — Debt ratio. 
9. The commission has authority to adopt a hypothetical capital structure 
for rate making where a company’s actual financial structure is not in the 
public interest because of its debt ratio being too low, p. 140. 
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Return, § 20 — Formula for computation. 
10. There is no one formula or set of formulae that the commission can rely 
upon to arrive at a fair rate of return, nor can such rate of return be fixed 
solely by any mathematical calculation, p. 143. 


Return, § 111 — Telephone. 
11. A telephone company’s rate of return of 6.69 per cent was considered 
adequate, and more than the bare cost of capital and sufficient to assure 
confidence in the financial soundness of the company, and adequate to main- 
tain its credit and attract capital, p. 145. 


Expenses, § 99 — Wage increases subsequent to rate hearing. 


12. Wage increases granted by a telephone company subsequent to a rate 
hearing were taken into consideration in the determination of the amount 
of revenues required to permit the company a fair return, p. 147. 


Rates, § 174 — Rate base — Return computation. 
Statement that a rate base should come first and then a rate of return, 
since the setting of a rate base on a speculative figure for plant valuation, 
with a compensatory rate of return predicated thereon, is rate making in 
reverse, p. 144. 
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APPEARANCES: John R. Turnquist, 
Denver, for The Mountain States Tel- 
ephone and Telegraph Company ; Wil- 
liam Grelle, Boulder, and Leonard M. 
Campbell, Denver, for the Colo- 
rado Municipal League; Malcolm D. 
Crawford, Denver, and John C. Banks, 
Denver, for the city and county of 
Denver; Leslie A. Gifford, Aurora, 
for the city of Aurora; John M. Sayre, 
Boulder, for the city of Boulder; H. 
E. Smith, Denver, pro se; Frank A. 
Wachob, Denver, Charles M. Soller, 
Denver, and William T. Secor, Den- 
ver, for the Public Utilities Commis- 
sion of the state of Colorado. 


By the Commission: On April 3, 
1953, The Mountain States Telephone 
and Telegraph Company (hereinafter 
referred to as “applicant”’), filed with 
this commission its application request- 
ing the commission to fix the date for 
a hearing for the purpose of receiving 
evidence to enable the commission to 
ascertain the fair value of the appli- 
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cant’s property within the state of 
Colorado, to determine the fair rate of 
return thereon, the revenues to which 
applicant may be entitled, and for such 
further findings and orders as may be 
just and proper. 

The commission set the matter for 
hearing on May 11, 1953, and due 
notice of such hearing was given to 
all interested parties. Hearings com- 
menced on that date, and, at these 
hearings, representatives of the fol- 
lowing cities and towns appeared: 
Aurora, Boulder, and the city and 
county of Denver. The People of the 
state of Colorado were represented by 
the attorney general, and by the staff 
of the commission, which staff, prior 
to the conclusion of the hearings, made 
extensive investigation of the books 
and records of applicant and its prop- 
erties within the state of Colorado. 

The Municipal League of Colorado 
appeared and presented two expert wit- 
nesses, and, by agreement of the par- 
ties, the testimony of one other expert 
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witness for the Municipal League was 
incorporated by reference. 


The commission, with the agree- 
ment of all interested parties, set the 
hearings for the direct testimony of 
applicant for May 11, 1953, and the 
direct testimony of applicant began 
on that date and continued until the 
direct case of applicant was con- 
cluded. 


Thereafter, the matter was recessed 
by agreement until June 15, 1953, at 
10 o'clock A.M., at which time addi- 
tional evidence was given and again 
the hearing was recessed until July 14, 
1953, when additional evidence was 
given and the taking of testimony was 
closed. However, the chairman of this 
commission ruled that the case be kept 
open until such time as the applicant 
and the Union (the Communications 
Workers of America) had entered into 
a new wage contract, with the require- 
ment that applicant file with the com- 
mission late-filed exhibits showing, if 
any, the impact of any wage adjust- 
ments, up or down, or any fringe ben- 
efits, upon the expenses of the com- 
pany. 

In all, the hearings consumed eleven 
days, and the record consists of ap- 
proximately 1,513 pages, and approx- 
imately 127 exhibits. Briefs were filed 
by applicant and by the Municipal 
League, and were duly considered. 


History of the Company and Nature 
Of its Operations 


The applicant is a Colorado corpo- 
ration, with its principal offices lo- 
cated at 931 Fourteenth street, Denver, 


Colorado. It is duly authorized to 
engage as a public utility, and is en- 
gaged in the business of furnishing 
communication services, namely, local 
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and toll telephone service in the states 
of Arizona, Colorado, Montana, New 
Mexico, Utah, Wyoming, Idaho south 
of the Salmon river, and in E] Paso 
county, Texas. The applicant is a 
subsidiary of the American Telephone 
and Telegraph Company, a New York 
corporation (hereinafter referred to as 
the “American Company’), which 
owns approximately 87 per cent of the 
outstanding capital stock of the appli- 
cant. 


Evidence Admitted by Reference 
To Previous Case 


In order to expedite the hearings and 
to save the time of all concerned, the 
parties agreed to incorporate in this 
record, by reference, and to be con- 
sidered in all particulars as a part of 
the record in this case, the following 
testimony submitted in Application 
No. 11245 of the applicant, at the 
September, 1951, session: 


Testimony of John I. Boggs upon 
the “Value of Colorado Property,” 
pages 100 to 201, inclusive, together 
with Exhibits 10, 10A, and 10B;; tes- 
timony of John I. Boggs on “Western 
Electric Standard Supply Contract,” 
pages 331, 331A, and 332 to 348, 350 
to 384, and Exhibit 34; testimony of 
E. F. Bird on the “License Contract 
Savings,” pages 222A and 223 to 264, 
inclusive ; testimony of J. M. Ryan on 
“License Contract Expense,” pages 
207 to 222 and 265 to 331 and 348 and 
349; testimony of J. M. Ryan on 
“Western Electric Company Earn- 
ings,” pages 384 to 388A and 389 to 
437, and for the Colorado Municipal 
League in the December 6, 1951, ses- 
sion: Testimony of H. G. Butler on 
“Valuation of Property,” pages 43 to 
151, inclusive. 
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Intercorporate Relationship 


As we noted in our Decision No. 
38593, issued in Application No. 
11245, on May 6, 1952, 94 PUR NS 
33, the American Company owns a 
controlling interest in applicant, and it 
also owns Western Electric Company, 
and it and Western Electric Company 
own the Bell Laboratories. The 
American Company furnishes to ap- 
plicant under contract certain services, 
and applicant also purchases practically 
all of its material and equipment from 
Western Electric. 

We have again carefully examined 
this relationship and the contractual 
arrangements, and will continue to do 
so. 


A. General Services and License Costs 

At the hearing in Application No. 
11245, supra, considerable testimony 
was taken on general services and li- 
cense costs, and we covered this mat- 
ter in detail in our order in said appli- 
cation, and concluded that the evidence 
indicated that the savings under the 
arrangement with the American Com- 
pany, Western Electric, and Bell Lab- 
oratories had been real and material. 
That evidence has been incorporated in 
the record in this case by reference, 
and some additional evidence has been 
taken in this case. 


B. Western Electric Prices 

In our order of May 6, 1952, su- 
pra, we covered in detail Western 
Electric prices, and no evidence has 
been introduced at the instant hearing 
that would affect our conclusions on 
Western Electric prices. 

One protestant undertook to tes- 
tify that applicant could have pur- 
chased its telephone sets cheaper from 
another manufacturer than it could 
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from Western Electric. However, 
when he was asked to identify that 
manufacturer, he was unable to do 
so, and it was obvious that the evidence 
on that point was hearsay. The un- 
contradicted evidence in the case shows 
clearly that applicant can purchase 
telephone sets from Western Electric 
at a much lower price than it could 
from any other supplier. 

A comparison of Western Electric 
prices with the prices of other man- 
ufacturers shows that Western prices 
are generally on a whole lower. 


C. Western Electric Company Earn- 
ings 

What we have said with respect to 
Western Electric prices is true as to 
earnings. No evidence has been in- 
troduced in this case which would 
affect the conclusions reached in our 
order of May 6, 1952, supra. This 
commission will continue to give con- 
sideration to the item of Western Elec- 
tric Company earnings. 


Separations of Interstate and Intra- 
state Property and Operations 


[1] In our order of May 6, 1952, 
supra, we adopted the Charleston Plan 
for the purpose of making separations 
of interstate and intrastate operations. 
No other method has been suggested, 
and, accordingly, we will continue to 
follow that plan until some other meth- 
od would appear more desirable. 


Fair Value of the Property of the 
Applicant in Colorado 


[2] As indicated above, there was 
incorporated, by reference, from Ap- 
plication No. 11245, testimony of ap- 
plicant upon the “value of Colorado 
property.” This testimony was 
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brought up to date by Mr. John I. 
Boggs, witness for applicant. 

We went into considerable detail 
in our order of May 6, 1952, supra, 
as to what this commission considered 
to be the law that controls it in making 
a valuation of applicant’s property, and 
we concluded that we are to ascertain 
fair value on applicant’s property, and 
were not required to follow any par- 
ticular set formula. We continue to 
hold to that conclusion. 

Mr. Boggs introduced Exhibit A, 
entitled “Appraised Value of Colorado 
Property,” which showed a present 
Reproduction Cost New, less Depre- 
ciation Value of the Colorado intra- 
state property of applicant, estimated 
as of December 31, 1953, to be $112.- 
711,000. Included in this value were 
the elements of Telephone Plant in 
Service, Telephone Plant under Con- 
struction, Property Held for Future 


Telephone Use, Materials and Sup- 
plies, and Cash Working Capital, less 
the allocated Depreciation Reserve. 


Exhibit BV, introduced by the same 
witness, gave the present value of the 
Reproduction Cost New, less Depre- 
ciation, as $106,883,000, as of April 
30, 1953, including the same elements 
as enumerated above. 


Property Held for Future Telephone 
Use 


[3] The commission, after due de- 
liberation, considers that ‘Property 
Held for Future Telephone Use” is 
properly includable in the rate base. 


Telephone Plant Acquisition 
Adjustment 
[4] The Telephone Plant Acquisi- 


tion Adjustment Account is small, 
being merely $1,137, as of April 30, 
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1953, and by December 31, 1953, will 
be completely amortized. However, 
the commission is still of the opinion 
that this account is not properly allow- 
able in the rate base. 


Telephone Plant under Construction 


[5] The amount shown as “Tele- 
phone Plant under Construction,” in- 
cludes plant which is being constructed, 
but which has not yet been placed in 
service. The witness Knapp, testify- 
ing on behalf of the Colorado Munic- 
ipal League in Application No. 11245, 
took the position that Telephone Plant 
under Construction should not be part 
of the rate base because it is not yet 
in service, and because since interest 
is charged during construction and is 
included in the amount shown as 
“Telephone Plant under Construc- 
tion,” to allow applicant to earn on that 
interest charged during construction 
would amount to a double return. 

In the present case, however, the wit- 
nesses for the Municipal League agreed 
that, as a practical matter, Telephone 
Plant under Construction should be 
included in the rate base. It is evident 
from past experience and from plans 
for the immediate foreseeable future, 
that Plant under Construction will 
continue to be an item substantial in 
amount during this period of expan- 
sion. 

The commission will allow Tele- 
phone Plant under Construction in the 
rate base, but will continue to require 
that the related interest charged to 
Construction be included as an addition 
to Income in computing the Net Op- 
erating Earnings. 


Materials and Supplies 


[6] The commission included Ma- 
terials and Supplies in our prior hear- 
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ing, resulting in Decision No. 38593 
(May 6, 1952), supra, and we see no 
valid reason for change, so we will 
include it as a part of the rate base. 


Cash Working Capital 


[7] While there has been some 
question as to whether or not Cash 
Working Capital should be included 
in the rate base, the commission, for 
the reasons stated in its Decision No. 
38593, supra, considers that Cash 
Working Capital is properly includable 
in the rate base, and that the amount 
so claimed by applicant, which is based 
on its actual working cash, is not ex- 
cessive. 


Total Net Investment 


The applicant presented evidence 
showing that as of December 31, 
1952, the total investment, less allo- 
cated depreciation reserve, was $69,- 
745,450; that, as of April 30, 1953, 
the total investment, less allocated de- 
preciation reserve, was $74,880,- 
207; that, as of June 30, 1953, the 
estimated amount was $76,945,839, 
and it is estimated that, as of Decem- 
ber 31, 1953, that investment will be 
$84,276,000. Excluding the Tele- 
phone Plant Acquisition Adjustment, 
which the commission has disallowed, 
and after deducting the allocated de- 
preciation reserve, the commission 
finds that the value of the property of 
applicant, as of April 30, 1953, is not 
less than $74,879,000. 


Operating Results 


Applicant has maintained its ac- 
counts in accordance with a system of 
accounts first prescribed by the Inter- 
state Commerce Commission in 1913, 
and, since 1934, has followed a Uni- 
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form System of Accounts prescribed by 
the Federal Communications Commis- 
sion. Applicant also makes regular 
reports to this commission, the Federal 
Communications Commission, and 
state commissions in other states in 
which applicant operates. The staff of 
this commission has made a careful 
check of the original books of entry of 
applicant, and no question has been 
raised as to the accuracy of these ac- 
counts, and all parties have accepted 
them as being correct. The accounts 
are audited regularly by Lybrand, Ross 
Bros. & Montgomery, independent 
public accountants. Applicant regular- 
ly prepares reports of plant investment, 
revenues, and expenses by states, since 
each state area is an operating unit 
under the direction of state general 
managers. These state reports reduce 
its revenues and expenses to a figure 
for Net Operating Earnings, and show 
the investment of telephone property 
applicable to each state, thereby pro- 
viding a means of measuring operating 
results. On the books of applicant, 
the primary accounts are subdivided so 
as to obtain directly therefrom, as 
nearly as possible, the data required 
for reports by states. Revenues of 
each state, including the proper por- 
tion of interstate revenues, are re- 
corded separately for each state. The 
investment in telephone plant appli- 
cable to each state is recorded separate- 
ly. Expenses directly applicable to 
a particular state, together with the 
proper portion of division and general 
office expense, are recorded for each 
state. These operating reports for 
state areas cover all operations in the 
state, including those pertaining to 
interstate business. Since the tele- 
phone plant of applicant in each state 
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generally is used for both intrastate 
and interstate operations, and the same 
employees handle both types of opera- 
tions, it is necessary for the applicant 
to make a separation of the plant and 
operating expenses and all other fac- 
tors by means of studies of the usage 
of the two types of service—that is, 
intrastate and interstate. The separa- 
tions studies are made in accordance 
with the principles of separating tele- 
phone revenues, expenses, and prop- 
erty, as outlined in the Separations 
Manual prepared by the Joint Com- 
mittee of the National Association of 
Railroad and Utilities Commissioners 
and the Federal Communications 
Commission, the latest revision of 
which takes into account the modifica- 
tions adopted under the so-called 
“Charleston Plan” which was devel- 
oped and adopted at the 1951 Conven- 
tion of the National Association of 
Railroad and Utilities Commission- 
ers. Using the latest revision of the 
Separations Manual, it was determined 
in the instant matter that the Colorado 
intrastate portion of applicant’s prop- 
erty is 25.81 per cent of the total com- 
pany. 

At the original hearing in this case, 
applicant presented intrastate operat- 
ing results for the year 1952, and esti- 
mated results for the year 1953. How- 
ever, since the increased rates ap- 
proved by the commission under Ap- 
plication No. 11245 (94 PUR NS 
33), were placed in effect by applicant 
in June, 1952, the commission and 
the commission’s staff were interested 
in examining the actual results of op- 
erations under these new rates for the 
period during which they had been in 
effect. Also, since applicant had 
granted a substantial wage increase, 
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which became effective in June, 1952, 
it was the commission’s desire to 
examine the rate of earnings that 
would have been produced by the new 
rates under the order referred to, as- 
suming that the wage increase had not 
been granted. Accordingly, appli- 
cant was requested to file, and did 
file, at a subsequent hearing, operating 
results which would reflect these con- 
ditions. In compliance with the re- 
quest, together with similar requests 
entered by the Municipal League, the 
applicant filed numerous exhibits for 
various periods, comparing the results 
with similar data for the preceding 
year. One set of these exhibits shows 
the volume of business for a full twelve 
months ended April 30, 1953, the 
latest period available on an intra- 
state basis. The results for the twelve 
months ending April 30th were ad- 
justed to include the noneffective 
value of the June, 1952, rate increases 
for the full period, and likewise, to 
exclude the effective value of the June, 
1952, wage increase as it applied to 
that period, and, as shown by appli- 
cant’s Exhibit BP, the Net Operating 
Earnings would have amounted to 
$3,992,563, and as shown by appli- 
cant’s Exhibit BR relating these earn- 
ings to the total investment less allo- 
cated depreciation reserve in the 
amount of $74,880,207, produces a 
return of 5.33 per cent, as compared to 
the rate of return authorized by the 
commission under Application No. 
11245, supra, of 6.35 per cent. These 
computations constitute a check on the 
part of the commission to see whether 
or not applicant would have earned the 
allowed rate of return under the pres- 
ent rates, had it not been for the wage 
increase, and as indicated by the above 
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ratios, the applicant, without the wage 
increase, would have failed to make the 
allowed rate of return by 1.02 per cent. 
This demonstrates the applicant’s 
problem of attrition in rate of return 
which we are covering more fully in 
another section of this order. 


With respect to the Colorado intra- 
state earnings, under present condi- 
tions, that is, the current level of rates 
for wages, pension accruals, and tak- 
ing into account the reduction in state 
unemployment tax, it was determined 
that the volume of business for the 
year ending April 30, 1953, under the 
present schedule of rates, would have 
produced earnings of $3,536,198, as 
shown in Exhibit BQ, and that re- 
lating these earnings to the total in- 
vestment, less allocated depreciation 
reserve, as of April 30, 1953, produces 
a return of 4.72 per cent. It is a fore- 
gone conclusion that rates for telephone 
service can only apply to current and 
future periods of operation. 

The applicant presented evidence of 
its estimated net earnings as of Decem- 
ber 31, 1953, of $3,654,000, and Mr. 
Knapp presented net earnings of $3,- 
485,913, based on the April 30, 1953, 
volume of operation. This is an an- 
nualized figure, based on ten months’ 
operations ending April 30, 1953. 
The actual figure as of the latter 
date, as shown by Exhibit No. BQ 
of the company, is $3,536,198, which 
does not include the wage adjust- 
ment of August, 1953, hereinafter dis- 
cussed. 

It is the opinion of the commission 
that the earnings of $3,536,198, men- 
tioned above, which are based upon 
actual volumes of business adjusted to 
the current level of operations, are a 
sound measure of the operating results 
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on which the commission should deter- 
mine rates for the future. 


Rate of Return 


[8] The principles underlying the 
determination of a fair rate of return 
were stated in our Decision No. 38593, 
of date May 6, 1952, in the previous 
telephone rate case, supra, 94 PUR 
NS at p. 47, as follows: 


“The revenues resulting from the 
rates charged by a utility subject to 
public regulation should be sufficient 
to cover all expenses of operation, in- 
cluding depreciation and taxes, and 
should also provide a fair return to 
the owners of the property. Decisions 
of the United States Supreme Court 
have repeatedly stated that the re- 
turn should be equal to that be- 
ing made in other businesses hav- 
ing corresponding risks, should be 
sufficient to assure confidence in 
the financial soundness of the enter- 
prise, and should be adequate to main- 
tain its credit and to attract the capital 
necessary for the proper discharge of 
its public duties. Accordingly, the re- 
turn should permit the payment of 
interest and reasonable dividends, and 
should leave something to be passed 
to the surplus account. Federal 
Power Commission v. Hope Nat. Gas 
Co. (1944) 320 US 591, 88 L ed 
333, 51 PUR NS 193, 64 S Ct 281; 
United R. & Electric Co. v. West, 280 
US 234, 250, 74 L ed 390, PUR1930 
A 225, 50 S Ct 123; Bluefield Water 
Works & Improv. Co. v. West Vir- 
ginia Pub. Service Commission, 262 
US 679, 67 L ed 1176, PUR1923D 
11, 43 S Ct 675. 

“The rate-making process involves 
a balancing of the investor and con- 
sumer interest, wherein the consumer 
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pays no more than is necessary to pro- 
vide good service and the investor 
receives no more than the fair rate of 
return described above. Applicant 
company is, and has been since 1946, 
engaged in a tremendous expansion 
program to meet the unprecedented 
postwar demands for telephone service. 
This program has required, and will 
continue to require, huge amounts of 
new capital to be attracted from the 
investors. Without this expansion, 
the present and prospective customers 
cannot be provided with the service 
they desire. It is therefore in the 
interests of consumers, as well as in- 
vestors, that the utility be granted 
earnings which will make additional 
investment attractive.” 


Testimony relating to this difficult 
problem of fair rate of return occupied 
the greater portion of the hearing. 
The applicant, in its direct case, pre- 


sented testimony by William F. 
Schmausser, vice president in charge 
of investment portfolio of the Capital 
Life Insurance Company of Denver; 
by Edward C. King, dean of the school 
of law at the University of Colorado 
and formerly vice president in charge 
of the trust department of the In- 
ternational Trust Company of Denver ; 
and by two employees of applicant, P. 
E, Remington, financial vice president, 
and G. N. Steinhauer, general revenue 
supervisor. The Municipal League 
presented testimony by Charles W. 
Knapp, certified public accountant of 
Hartford, Connecticut, who was for- 
merly a member of the staff of the 
Federal Power Commission; and by 
Reuben Arthur Zubrow, assistant 
professor of economics at the Univer- 
sity of Colorado. 


In rebuttal of Mr. Knapp, applicant 
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presented testimony by William R. 
Mee, of Santa Fe, New Mexico, an 
independent investment counselor and 
security dealer who has had wide ex- 
perience in this country’s financial 
markets. 

Mr. Schmausser stated that the 
applicant’s present annual dividend of 
$6 per share of $100 par value is too 
low to attract purchasers of its stock 
at its par value in the amounts which 
the appiicant needs to sell to finance 
its present rapid expansion. He also 
claimed that the annual retained earn- 
ings have been much too low to permit 
confidence that even the present divi- 
dend rate can be continued. The 
present surplus, he stated, is less than 
$4 per share, which, he claimed, does 
not present a substantial safeguard for 
the dividend. Mr. Schmausser con- 
tended that in good times, such as at 
present, earnings should be much bet- 
ter than the average shown by appli- 
cant’s history. He presented figures 
showing that the applicant’s average 
earnings since 1920 have been 5.94 
per cent, but that in order to reach 
this average, earnings for the best 
five years averaged 8.36 per cent, and 
for the best ten years, 7.90 per cent. 


Mr. Schmausser’s conclusion was 
that a fair rate of return on a rate 
base consisting of the applicant’s net 
investment is 84 per cent, which would 
permit dividend payments of $8 per 
share and retention of about 32 per 
cent of equity earnings to build up the 
applicant’s surplus. 

Dean King pointed out the differ- 
ence in purchasing power between the 
prewar and the postwar capital in- 
vested in applicant. He stated that the 
balance sheet groups all the invested 
dollars together ; whereas the purchas- 
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ing power of prewar dollars was much 
greater than that of current dollars. 
As a result, he claimed the current 
annual book allowance for deprecia- 
tion, which is expressed in 1953 dol- 
lars, fails to cover the year’s fair pro- 
portion of the real capital of the appli- 
cant being consumed in its operations. 
He also contended that to afford fair 
treatment to the purchasing power 
which was placed in the business by 
subscribers to applicant’s common 
stock, the net investment rate base 
should be adjusted so that it reflects 
the number of 1953 dollars equivalent 
to the purchasing power the stockhold- 
ers originally devoted to the business. 


Dean King contended that industrial 
companies generally have priced their 
product during these postwar years so 
as to increase their net earnings suf- 
ficiently to offset both the deprecia- 
tion deficiency and the effects of in- 
flation on the investor’s equity and 
return. He pointed out that the reg- 
ulation of telephone rates on an 
original cost basis has prevented the 
applicant from making such an ad- 
justment, and he contended that be- 
cause of this fact, the applicant’s 
capital stock has lost favor with in- 
vestors. 

Dean King’s conclusions, as pre- 
sented on Exhibit W, show that the 
dollars of net earnings advocated as 
necessary by Mr. Remington and Mr. 
Schmausser represent 6.64 per cent 
on his adjusted net investment raie 
base, considering effects of inflation. 
He contended that comparison of this 
6.64 per cent with the current cost of 
capital demonstrates that the earnings 
requested are not more than a fair 
return. 

Similar contentions to those ad- 
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vanced by Dean King have been pre- 
sented by economists in published 
articles and in other rate cases, and 
other economists have taken opposing 
views. The problem is worthy of, and 
is receiving, further attention by the 
nation’s best economic and accounting 
authorities. However, it cannot be de- 
nied that, with respect to industry gen- 
erally, present accounting and taxation 
standards require the book investment 
to be stated as the nominal dollars 
actually invested and the depreciation 
expense to be computed on the basis 
of those nominal dollars. While the 
earnings of those companies, tem- 
pered according to the difference in 
risk, should be given consideration in 
determining the necessary rate of re- 
turn, it does not appear necessary at 
the present time to increase the de- 
preciation allowance or the net invest- 
ment rate base as advocated by Dean 
King. Viewed in this light, his testi- 
mony, together with the testimony of 
Mr. Butler, indicates the necessity for 
allowing as a fair rate of return some- 
thing more than the bare cost of 
capital. 

Dr. Zubrow, who teaches Public 
Utility Economics, among other 
courses in economics, at the University 
of Colorado, testified in opposition to 
Dean King’s contentions. He pointed 
out that since June, 1950, wholesale 
price indexes have declined and the 
rise in consumers’ prices has been rel- 
atively small, indicating the probabil- 
ity that the inflationary spiral has been 
checked, and that we are now on a 
new plateau of prices. Dr. Zubrow 
presented a comparison of the con- 
sumer price index with the market 
price of applicant’s common stock over 
the cycle from 1920 to 1952. He con- 
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tended that over the entire cycle, pur- 
chasers of applicant’s stock have been 
well treated. 

Dr. Zubrow also pointed out that 
for this commission to guarantee to 
the holders of The Mountain States 
Telephone and Telegraph Company 
common stock, parity on the purchas- 
ing power on their investment and 
the income it earns would be untenable 
from an economic point of view. To 
be fair to all the holders of common 
stock in the company, a record would 
have to be kept of the cost of the stock 
and when the stock was purchased or 
sold. Trying to maintain this parity 
could result in aggravating, rather 
than lessening, the economic injustice 
which arises from changing price lev- 
els. Other investors and the rate- 


paying public at large would not enjoy 
this protection on their incomes, and 
the commission is not in a position to 
grant this boon to them. From an 


economic point of view, the proposal 
itself is inflationary, and, if widely 
utilized its over-all effect would be to 
add fuel to the fire and contribute to 
run-away inflation. 


Mr. Knapp, a careful, thorough stu- 
dent of the cost of capital, was appear- 
ing before this commission for the 
second time, having also testified in 
the December, 1951, hearing on Appli- 
cation No. 11245 of applicant. In that 
hearing, Mr. Knapp stated that in his 
opinion the fair and reasonable rate 
of return for applicant was not more 
than 6.15 per cent, and not less than 
5.65 per cent on a net investment rate 
base which included cash working 
capital, but excluded plant under con- 
struction. His testimony in that case 
was summarized in our Decision No. 
38593, 94 PUR NS 33. 
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In the present case, Mr. Knapp, 
again testifying for the Colorado Mu- 
nicipal League, stated that, in his 
opinion, the fair rate of return for 
the applicant is not more than 6.45 
per cent, and is not less than 5.80 per 
cent. The lower figure of 5.80 per 
cent was based entirely upon Bell Sys- 
tem requirements computed on a basis 
that would cover the $9 dividend and 
allow 12} per cent of earnings to be 
retained. This approach would give 
no consideration to applicant’s situa- 
tion separately from the Bell System. 
Mr. Mee pointed out that the 123 per 
cent retained earnings is not sufficient 
to maintain the per-share surplus re- 
lating to the American Company 
stock. However, Mr. Mee’s Exhibit 
CK gives the 31-year average pay-out 
ratio for A. T. & T. Company as 91.1 
per cent. 

Mr. Knapp’s higher figure of 6.45 
per cent was based on the current cost 
of capital to a company deriving all 
of its capital from the public. Since 
the applicant is engaged in a tremen- 
dous expansion program requiring 
huge amounts of new capital, it is im- 
portant that the return allowed meet 
at least the current cost of capital. 
Thus, it is important to examine the 
basis on which Mr. Knapp arrived at 
the figure of 6.45 per cent, which rep- 
resents an increase of .3 of one per 
cent over his recommendation a year 
and a half ago. This change comes 
about from a change in cost of debt 
and equity, and also a change in the 
debt-equity ratio. In the previous 
case, Mr. Knapp arrived at his 6.15 
per cent estimate of the over-all cost 
of capital by applying 3.45 per cent 
current cost of debt with a debt ratio 
of 44.35 per cent, and an estimated 
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cost of equity capital 8.25 per cent and 
a 55.65 per cent equity ratio. In the 
instant matter, he estimates the cur- 
rent cost of debt at 3.9 per cent with a 
debt ratio of 41.21 per cent, and a 
current cost of equity 8.2 per cent and 
an equity ratio of 58.79 per cent to 
arrive at an over-all cost of capital 
of 6.428 per cent which he rounds out 
to 6.45 percent. Included in this 
over-all cost of capital is an allowance 
for the cost of financing of both the 
debt and equity issues. 

In answering Mr. Knapp’s testi- 
mony on the current cost of capital, 
Mr. Mee stated that a ratio of over-all 
debt to total capital of one-third was 
appropriate, and that to acquire new 
equity capital at this time would cost 
10 per cent, as compared with the 8.20 
per cent developed by Mr. Knapp. 
There is little difference between the 
two witnesses on the cost of debt 
capital. 

[9] The proportion of the capital 
structure which should be represented 
by debt was the subject of a great deal 
of testimony. While under the Stat- 
utes of Colorado this commission has 
no jurisdiction over security issues of 
applicant, the Municipal League con- 
tended that the commission could, and 
should, determine the required rate 
of return for this case on the basis of 
a higher debt ratio than the applicant 
has. Debt capital costs much less than 
equity, both because of the lower rate 
required and the deductibility of in- 
terest for tax purposes. This commis- 
sion could adopt a hypothetical capital 
structure for rate making in the event 
that the applicant’s actual financial 
structure is not in the long-run public 
interest, and we have carefully con- 
sidered whether the applicant’s actual 
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debt ratio is improper, keeping in mind 
that the responsibility for financial de- 
cisions rests with the management. 

Applicant’s witnesses were unani- 
mous in contending that the desirable 
capital structure for the Bell System 
is one-third debt and two-thirds equity. 
They pointed out that the management 
has repeatedly stated that this is its 
objective, and that if the convertible 
debentures were converted and the 
stock authorized for sale to employees 
was sold, the Bell System would have 
attained this debt ratio. 

Viewing the applicant separately 
from its parent, at April 30, 1953, its 
funded debt held by the public repre- 
sented 21.60 per cent of its capital, and 
short-term loans brought its total debt 
ratio up to 27.58 per cent, and these 
short-term loans were expected to in- 
crease substantially throughout the 
remainder of 1953. Interest on this 
entire amount of debt is deductible for 
purposes of applicant’s payment of in- 
come taxes. 

Witnesses for the applicant con- 
tended that its realistic debt consists 
of the funded debt in the hands of the 
public, plus its proportion of the over- 
riding debt of its parent, the American 
Company. At December 31, 1952, this 
over-riding debt represented 18 per 
cent of applicant’s capital structure, 
according to a computation made by 
Mr. Schmausser, so that on this basis 
the combined debt of the applicant was 
around 39 per cent. This is in sub- 
stantial agreement with Mr. Knapp’s 
Exhibit 517A, page 3C, which shows 
39.13 per cent as the applicant’s debt 
ratio at April 30, 1953, when consid- 
ered as part of the Bell System. 


Debt ratios of 45 per cent to 50 
per cent are regularly encountered in 
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the electric utility field. The question 
naturally arises whether the telephone 
industry is overconservative in striv- 
ing for a debt ratio of only one-third. 
Mr. Steinhauer, on behalf of applicant, 
presented evidence as to the relative 
stability of the two types of industries. 
He contended that the revenues and 
net earnings of the telephone industry 
are more volatile than those of the 
electric industry, and that consequent- 
ly the debt ratio of the telephone in- 
dustry should be lower if it is to avoid 
difficulty during depressed business 
conditions in the payment of interest, 
in refunding, or in obtaining new 
capital. Mr. Schmausser advocated a 
funded debt ratio of less than 25 per 
cent for the applicant, in view of over- 
riding debt of the American Company, 
and cited as a reason the narrower 
margin of safety of these companies as 
compared with electric utilities. Mr. 
Mee mentioned the differences in 
stability, commenting that you could 
use your neighbor’s telephone when 
you could no longer afford your own, 
but you must have your own gas and 
electricity, and must own your elec- 
trical and gas appliances. 


Mr. Knapp’s computations were 
based upon a debt ratio of 41.21 per 
cent, which is substantially higher than 
the one-third debt ratio advocated by 
witnesses appearing on behalf of the 
company. He stated that, in his opin- 
ion, the applicant could market its debt 
securities up to 40 per cent of its total 
capital, and that the Bell System could 
have a consolidated debt ratio up to 
or exceeding 50 per cent. The im- 
portance of this item is shown by the 
fact that if Mr. Knapp’s cost of equity 
of 8.20 per cent and his cost of debt 
of 3.90 per cent were applied to a one- 
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third debt ratio, it would increase his 
computed current cost of capital to 
6.76 per cent, as compared with his 
conclusion of 6.45 per cent. On the 
other hand, if Mr. Mee’s costs of debt 
and equity capital were applied to Mr. 
Knapp’s debt ratio, the resulting cost 
of capital would be 7.4 per cent, in- 
stead of 7.9 per cent. 

The lower interest charges and the 
different income tax treatment appli- 
cable to debt capital make very real 
the temptation to finance a greater pro- 
portion of the capital structure through 
debt. Mr. Mee pointed out the dif- 
ficulties which the railroads had in the 
depression of the thirties through too 
heavy reliance on debt, and Mr. 
Schmausser quoted a paragraph from 
the November, 1952, Report of the 
Committee on Corporate Finance of 
the National Association of Railroad 
and Utilities Commissioners, to the 
effect that reliance should be placed 
not upon apparent gains from low in- 
terest rates and tax savings, but upon 
sound financial practices based on care- 
ful analysis of relative risks and vola- 
tility. This Commission also ap- 
proves that report, and finds nothing 
to criticize in the applicant’s present 
debt structure. We note from Exhibit 
Y that in the past five years, appli- 
cant’s debt ratio, as of December 31st, 
has varied from 49 per cent in 1948, 
to 37 per cent in 1952. This ratio 
must necessarily change as applicant 
continues its financing program to 
meet its needs and we shall continue 
to give this matter our attention. 


As we mentioned heretofore, an 
important difference between the tes- 
timony of Mr. Knapp and that of 
Mr. Mee relates to the cost of ac- 
quiring new equity capital, which Mr. 
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Knapp placed at 820 per cent, 
and Mr. Mee stated at 10 per 
cent. Mr. Knapp’s ratio of 8.20 
per cent was derived by a study of 
earnings—price ratios of Bell Sys- 
tem common stock, including an allow- 
ance for the cost of financing of both 
new and outstanding issues. On the 
other hand, Mr. Mee’s figure of 10 per 
cent is based primarily on a study of 
the stock offerings of electric utilities, 
and we are not convinced that the 
nation-wide telephone business, sta- 
bilized as it is by the continued pay- 
ment of the $9 dividend of the Amer- 
ican Company, is comparable. 

A different approach to this prob- 
lem of fair return was presented by 
Mr. Remington, the financial vice 
president of applicant, whose responsi- 
bilities include raising the capital 
needed to provide for the required ex- 
pansion. Mr. Remington approached 


the problem on the basis of the appli- 


cant’s history, and present situation, 
developing a practical test as to what, 
in his opinion, is needed to place and 
keep applicant in a satisfactory finan- 
cial condition. 

Mr. Remington’s testimony was that 
a rate of return of 84 per cent is neces- 
sary, and this is based on the premise 
that an $8 dividend on applicant’s $100 
par stock is required to place the stock 
in satisfactory position in the financial 
markets, and that about 32 per cent of 
earnings should be retained to build 
up the appiicant’s surplus for the 
“rainy day.” We shall discuss these 
proposals in some detail. 


Mr. Remington’s Exhibit Y shows 
the applicant’s dividends per share, 
debt ratio, and per cent of surplus 
to plant over a long period. It shows 
that dividends were $7 per share in the 
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early twenties; were increased to $8 
per share in 1927; reduced to $7 per 
share in 1938, and further to $6 per 
share in 1943. The surplus per share 
reached a top ratio of 9} per cent of 
total telephone plant in 1930; at the 
end of 1952, it was only 1.75 per cent 
of total telephone plant. The debt 
ratio reached a high mark of 53.24 
per cent in 1947, and has since been 
gradually declining as additional com- 
mon stock was sold to finance the ap- 
plicant’s expansion. Exhibit X shows 
that of the last six stock offers, which 
have been annual affairs since 1948, 
the public stockholders have subscribed 
on the average to only 38.7 per cent 
of the proportion offered tothem. The 
cities showed through Exhibit X-1 
that the most recent of the issues—that 
is, 1953—was much more successful 
than the others, although not as suc- 
cessful as offers made in 1946 and 
1930. This greater success in 1953 
may have resulted from improvement 
in the applicant’s earnings; however, 
Mr. Mee stated that, in his opinion, 
the reason was because of speculative 
interest in the stock early in 1953 when 
the price increased sharply to a high 
of $114, contrary to the trend of the 
general market. 


Applicant contends that its earnings 
and dividends during the period since 
1948 have not been sufficient to attract 
additional equity capital from the gen- 
eral public in sufficient volume to per- 
mit the discharge of its public duties. 
This was partly because the dividend 
was not covered by a comfortable mar- 
gin of earnings. As we look at Ex- 
hibit X-1, we think it quite probable 
that, as Mr. Knapp contended, the 
earlier stock failures were heavily in- 
fluenced by the poor earnings and poor 
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dividends in 1947, the year of the 
strike, and as that year recedes into 
the past, confidence appears to re- 
turn. 

We think it is probable that the 
speculative interest in the stock early 
in 1953 was due to an expectation that 
the dividend rate might be raised, but 
there was nothing in the earnings pic- 
ture which indicated the possibility of 
annual dividends in excess of $6. It 
should be understood that the com- 
mission is not recommending any 
specific dividend treatment to the 
applicant, as this is a problem of man- 
agement. 

The provision of a margin of earn- 
ings over and above the amount 
required for dividends is of great im- 
portance in establishing the investment 
quality of a stock. In this respect, the 
applicant’s stock has declined in qual- 
ity because its earned surplus per share 
has declined from $6.39 at December 


31, 1945, as shown by Mr. Reming- 
ton’s Exhibit CE, to $3.22 per share 
at April 30, 1953, as shown by Mr. 


Knapp’s Exhibit 515. This decline 
has been due in large part to the rapid 
increase in the number of shares of 
stock outstanding without correspond- 
ing increase in the dollars of surplus. 


In an effort to show what the an- 
nual retained earnings of the applicant 
should be, Mr. Remington pointed out 
that Moody’s 24 Public Utilities have 
retained 29 per cent, paying out 71 
per cent for the 7-year average, and 
his Exhibit AD-2 provides a basis 
from which it can be determined that 
the thirteen electric utility companies 
operating in the Mountain States area 
retained approximately 39 per cent of 
their earnings. By comparison, as- 
suming applicant to be an electric util- 
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ity, Mr. Remington’s requirement of 
32 per cent would be reasonable ; how- 
ever, applicant is not an electric utility. 

The commission recognizes the need 
of an improvement in the applicant’s 
surplus position. A surplus of two 
years’ dividends is generally regarded 
as the minimum protection for an 
investment quality stock, and appli- 
cant should be put in this position as 
soon as is reasonably possible. It is 
our view that applicant requires equity 
earnings which would permit the pay- 
ment of a $6 dividend and the accumu- 
lation within, say, four years of sur- 
plus to protect the dividend. 

Based on the actual capitalization as 
of April 30, 1953, and with earnings 
of $8.81 a share and an annual divided 
rate of $6, applicant, at the end of 
four years, would have $11.24 in re- 
tained earnings. When the existing 
earned surplus of $3.22 a share is 
added to this, it gives a total retained 
earnings of $14.46, or 2.4 number of 
years dividend requirements. Mr. 
Knapp, on Exhibit No. 515, shows that 
in ten years, with earnings of $8.55 
a share on common stock with a $6 
dividend and the actual debt ratio as 
of April 30, 1953, the company would 
have $25.50 retained earnings, which, 
when added to the existing surplus 
per share, would amount to $28.72, 
or over four years’ dividend require- 
ment. 

On this basis, the commission con- 
cludes that equity earnings of $8.81 
per share are reasonable and will per- 
mit the payment of a $6 dividend and 
enough of retained earnings in four 
years to protect a $6 dividend for a 
reasonable length of time. 

[10] The determination of what 
should be a fair rate of return is 
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always a most complex and difficult 
problem. There is no one formula or 
set of formulae that the commission 
can rely upon to arrive at that rate 
of return, nor can such rate of return 
be fixed solely by any mathematical 
calculation. Only a regulatory body 
can properly resolve all of the dis- 
harmonies proceeding from specialized 
interests of divers kinds reflected by 
the testimony of witnesses in cases 
of this nature. Competent and respon- 
sible witnesses have appeared, both on 
behalf of the applicant and of the Colo- 
rado Municipal League, and have ex- 
pressed their expert opinion as to a 
fair rate of return, varying from 84 per 
cent requested by applicant, to from 
5.80 per cent to 6.45 per cent recom- 
mended by protestants. Their various 
opinions have been based upon vari- 
ous assumed debt ratios, various esti- 
mates as to the cost of capital, and 
other varying factors. And while it is 
generally recognized that rate of re- 
turn is a valuable index of earnings 
requirements, it is not the only means 
of measuring such requirements, and 
all relevant available data without re- 
striction to any particular index or 
formula, must be weighed by the com- 
mission in reaching its conclusions 
with respect to whether or not the 
proposed increases are justified. It 
must be admitted that some of the 
judgment testimony of what should be 
the proper rate of return is based on 
a consideration of the interest of the 
applicant, the interest of the investor, 
or theory alone, and does not balance 
the interest of the interested witnesses 
with the interest of the consumer. 


The question of rate of return de- 
mands and has received our careful 
and thoughtful consideration. We 
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have adopted the year-end rate base 
as of April 30, 1953, as more realistic 
for a public utility engaged in an 
abnormal expansion program and con- 
fronted with constantly increasing in- 
vestment and operating costs than one 
based on average investment or pro- 
jected or speculative investment which 
bears no relationship to actual condi- 
tions at the year’s end. In the opinion 
of the commission, the setting of a 
rate base on a speculative figure for 
plant valuation when such improve- 
ment would be made in the future, 
with a compensatory rate of return 
predicted thereon, is rate making in 
reverse. The property should come 
first, and then the rate of return. 


The commission realizes its respon- 
sibility to fix a rate of return which 
will be within the zone of reasonable- 
ness, as defined by the courts. The 
supreme court of the state of Michigan, 
in the case of Detroit v. Railroad 
Commission, 209 Mich 395, 433, 
PUR1920D 867, 900, 901, 177 NW 
306, 319 (followed in the case of 
Michigan Bell Teleph. Co. v. Public 
Service Commission (1952) 332 Mich 
7,93 PUR NS 367, 376, 50 NW2d 
826), discussed this zone in the fol- 
lowing language: 

“On matters involving the exercise 
of good common sense and judgment 
only, the determination of the com- 
mission must be held to be final unless 
such determination in its application 
results in the establishment by ‘clear 
and convincing’ proof of a rate so low 
as to be confiscatory or so high as 
to be oppressive. What return a pub- 
lic utility shall be entitled to earn 
upon its invested capital and what 
items shall be considered as property 
going to make up the sum total of 


144 





































RE MOUNTAIN STATES 


that invested capital, are questions of 
fact for the determination of the com- 
mission, and their conclusions there- 
on, upon which the rate is based, are 
unassailable, unless, as a necessary re- 
sult, it can be affirmatively asserted 
that the resultant rate is unreasonable 
and unlawful. 


“Between the point where a rate 
may be said to be so low as to be 
confiscatory, and the point where it 
must be said to be so high as to be 
oppressive upon the public, there is a 
‘twilight zone’ within which the judg- 
ment of the commission may operate 
without judicial interference. 

“Assume that the commission, in 
determining the amount to the capital 
invested, allows as an element of the 
sum an amount which the court, if 
charged with the initial duty of de- 
termination, might find to be excessive 
or inadequate, or assume that the com- 
mission, in the exercise of its best 
judgment, permitted a rate of return 
upon the invested capital higher or 
lower than the court, under like cir- 
cumstances, might believe to be prop- 
er ; nevertheless the court would not be 
warranted in interfering unless the 
rate, as established, was clearly unrea- 
sonable and unlawful.” 

[11] Realizing its responsibility, 
and after careful consideration of the 
testimony and exhibits, the commis- 
sion has come to the conclusion, and 
finds, that, in view of the current cost 
of capital and the condition of the 
money market today, concerning which 
there appears to be no immediate pros- 
pects for improvement, and in view of 
all of the testimony and exhibits, that 
a rate of return of 6.69 per cent is 
adequate, and more than the bare cost 
of capital on April 30, 1953, and that 


[10] 
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such a return should be sufficient to 
assure confidence in the financial 
soundness of the applicant company, 
and adequate to maintain its credit and 
to attract the capital necessary for the 
proper discharge of its public duties. 
Such a return will produce earnings, 
after payment of all operating expenses 
and fixed charges, of approximately 
$8.81 per share of common stock on 
the total net investment of the tele- 
phone company in its Colorado intra- 
state property as of April 30, 1953, 
with a dividend pay-out ratio of 68.1 
per cent. 


Attrition 


The instant application was filed 
April 3, 1953, approximately six 
months ago, and during the hearings, 
the company witnesses emphasized the 
fact that the lag between the time of 
filing a rate proceeding and the effec- 
tive date of an order fixing rates for 
the future is damaging to a utility 
during a period of inflation. The com- 
pany is incurring huge construction 
expenditures for expansion of its prop- 
erties to take care of the persistent de- 
mand for additional telephones, and to 
make necessary plant replacements. 
The present construction cost levels 
are much higher than the average 
reflected by the investment now on 
the books. While the revenue for each 
telephone added is at the same re- 
turns which are approved and effective 
for those already in service, the depre- 
ciation expense, property taxes, and 
requirement for return for the average 
telephone added are much greater than 
the average for the telephones pres- 
ently in service. Thus, the new plant 
constructed cannot earn at the same 
rate as the present net investment, 
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and as more and more new plant is 
added, there is a lowering of the aver- 
age rate of return. This progressive 
lowering in the rate of return has 
been called “attrition.” There was a 
thorough discussion of the nature and 
effects of attrition in our Decision No. 
38593, 94 PUR NS 33, to which ref- 
erence may be made for a more com- 
plete understanding of the matter. 

Mr. Remington, testifying for ap- 
plicant, stated that this attrition is a 
continuing factor, and gave his esti- 
mate of the dollar amount based upon 
a 15-month and a 12-month period. 


Mr. Knapp, testifying for the Colo- 
rado Municipal League, stated that 
in preparing Exhibit 516, he had used 
the rate base of $74,880,207 as of 
April 30, 1953, and had so adjusted 
the experienced return that it reflected 
the volume of business as of that same 
date. He stated that his experienced 
return of $3,485,913 eliminated any 
attrition which had occurred prior to 
April 30, 1953, but did not make any 
provision for attrition beyond that 
date. Mr. Knapp further testified that 
the application of his rate of return of 
6.45 per cent to the rate base which 
included plant under construction and 
cash working capital, made some al- 
lowance for future attrition. 

However, irrespective of computa- 
tions, averages, projections, and spec- 
ulation, the commission is of the opin- 
ion that it should follow the same 
reasoning adopted in its Decision No. 
38593, supra. It is of the opinion 
that the valuation of a company’s prop- 
erty should be based on the actual 
net investment, as of the most recent 
date available to the commission. The 
actual net investment, as of April 30, 
1953, is $74,879,070, and the commis- 
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sion believes that by setting the valua- 
tion at that figure, such a valuation 
will provide some compensation for 
the attrition in the company’s earn- 
ings. Moreover, in arriving at a rate 
of return of 6.69 per cent, as adequate 
for the applicant in this proceeding, the 
commission has had in mind this ques- 
tion of attrition. It is of the opinion 
that a 6.69 per cent rate of return on 
a valuation of the Colorado intrastate 
property of the company in the amount 
of $74,879,070 should yield the com- 
pany in the future on the Colorado 
intrastate portion of its property ad- 
equate revenues so that the Colorado 
intrastate operation can contribute its 
fair share to the financial stability of 
the company, and to the broad expan- 
sion program contemplated by the 
company for the near future in Colo- 
rado. 


Revenue Required for Colorado 
Intrastate Operations 


Applying a rate of return of 6.69 
per cent to the actual total net invest- 
ment, as of April 30, 1953, as herein- 
above set forth, and deducting the 
actual net operating earnings adjusted 
as of said date, produces a net operat- 
ing earnings deficiency of $1,473,212, 
computed as follows: 

Net Investment, April 30, 1953 $74,879,070.00 


Required Rate of Re- 


turn 
$5,009,410.00 


3,536,198.00 


Required Net Earnings 
Actual Net Earnings, Adjusted 
as of Apr. 30, 1953 


Earnings Deficiency, April 30, 
1953 


$1,473,212.00 


In the face of the present 52 per 
cent rate of federal income tax, the 
state net income tax, the city’s gross 
receipts taxes, the increased license 
contract payments, and uncollectible 
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revenues, the company will retain in its 
net earnings but 45.75 cents out of 
every dollar of increased revenue. In 
other words, there must be a revenue 
increase of approximately $2.18579 
for every dollar of net operating earn- 
ings improvement. Accordingly, the 
gross revenue deficiency is 2.18579 
times the net operating earnings de- 
ficiency of $1,473,212, or $3,220,132. 


[12] At the conclusion of hearings 
in this case, applicant and the C.W.A. 
were in the process of bargaining new 
contracts covering wages and working 
conditions for most of the applicant’s 
employees in Colorado, and offers of 
improved wages had been made by 
applicant, but had not been accepted 
by the union. 

According to the evidence, wage 
costs absorb approximately one-half 
the operating revenues of applicant. 
It is apparent that any general increase 
in the level of wages will have an 
immediate and substantial effect upon 
applicant’s net earnings. It is also 
apparent that good telephone service 
depends upon the applicant’s being 
able to attract and hold good em- 
ployees. 

Our Decision No. 38593 in the pre- 
vious case was issued on May 6, 1952, 
supra. Following that decision, rates 
were filed, hearings were held on the 
rates, and revised rates finally went 
into effect beginning June 21, 1952. 
On June 8, 1952, the initial term of 
applicant’s labor contracts with C.W. 
A. expired, and the contracts were 
subject to renegotiation. In line 
with prevailing trends, applicant 
granted a substantial wage increase 
to be effective June 10, 1952. Thus 
a higher level of wages took effect 
before the rates based on the previous 
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level of wages actually became effec- 
tive. The evidence in the present case 
reveals that the effect of the higher 
wage level was to reduce the appli- 
cant’s rate of return by 1.02 per cent 
under that which the commission 
found necessary for it to have. This 
circumstance played an important part 
in the necessity for applicant to apply 
for further rate relief within a year. 

The rate of return herein found nec- 
essary by the commission and the rev- 
enues required to make up that rate of 
return do not include any allowance for 
future expense changes such as a gen- 
eral wage increase. The commission 
feels that the applicant should be placed 
in a position where it can actually earn 
the rate of return found necessary 
herein. Unless the new level of wages 
is taken into account in fixing the 
rates, that rate of return will not be 
earned and the inevitable result is that 
applicant will be applying again for 
further rate relief. 

The applicant having concluded its 
bargaining and reached contracts with 
C.W.A. on August 2 and August 9, 
1953, has filed a requested late-filed 
exhibit, which shows that to offset 
the effect of the new wage contract 
on Colorado intrastate operations 
based on and adjusted for the test 
year ending April 30, 1953, requires 
further revenues of $790,908. The 
commission concludes that these rev- 
enues should be included in determin- 
ing the new rates—this being in addi- 
tion to the $3,220,132, as computed in 
the previous section of this decision. 


This makes the total amount of addi- 
tional gross earnings to provide 6.69 
per cent rate of return, $4,011,040. 

Throughout this proceeding, the 
applicant has taken the position that 
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approximately $6,201,000 additional 
gross revenue was required, without 
including the wage adjustment re- 
ferred to in the preceding paragraphs. 

The commission, however, is of 
the opinion that $4,011,040 in addi- 
tional gross revenue, including the 
August, 1953, wage adjustment, is 
sufficient to assure the customers of 
telephone company of improved tele- 
phone service, and to assure the in- 
vestors of the telephone company of 
the protection of their savings, and of 
a reasonable return thereon. 

The commission finds : 

1. That the commission has juris- 
diction over and with respect to the 
applicant, and has jurisdiction to pro- 
mulgate these findings and the follow- 
ing order. 

2. That the fair and reasonable 
value, as of April 30, 1953, of the 
property of The Mountain States Tele- 
phone and Telegraph Company de- 
voted to intrastate service within the 
state of Colorado, is $74,879,070, con- 
sisting of the following: [See table 
below. | 

3. That a fair rate of return on the 
above-determined fair and reasonable 
value of the property of The Moun- 
tain States Telephone and Telegraph 
Company devoted to intrastate service 
in the state of Colorado is 6.69 per 
cent. 


4. That the revenue to which said 
company is entitled to enable it to 
realize such fair rate of return amounts 
to $40,785,575, being an increase of 
$4,011,040 over and above the total 
Colorado intrastate operating revenues 
of said company for the year ending 
April 30, 1953. 

5. That the facts which may have 
a bearing on such fair value are set 
forth in the above and foregoing state- 
ment, which, by reference, is made a 
part of these findings, and incorpo- 
rated herein. 


ORDER 


The commission orders: 

That the above-stated findings 
should be, and hereby are, adopted as 
the findings of The Public Utilities 
Commission of the State of Colorado, 
in the above-entitled action, and the 
same shall become effective twenty- 
one days from the date hereof. 


Telephone Plant in Service ... $89,290,714.00 
Property Held for Future Tele- ‘ 
1,519.00 


phone Use 

Telephone Plant under Con- 

struction 6,230,797.00 
1,591,920.00 
1,469,680.00 


Total Investment $98,584,630.00 
Allocated Depreciation Reserve $23,705,560.00 


Material and Supplies 
Cash Working Capital 


Total Investment, less Allo- 


cated Depreciation Re- 
$74,879,070.00 





NORTH DAKOTA PUBLIC SERVICE COMMISSION 


Re Northwestern Bell Telephone Company 


Case No. 5092 
December 7, 1953 


ETITION by a labor organization to reopen telephone rate 


proceeding; petition denied. 
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Procedure, § 32 — Reopening — Reasons for demial. 
A petition to reopen a telephone rate proceeding will be denied a party 
which had ample opportunity to present evidence at the regular hearing 
but, owing to its own negligence, had not put in an appearance, made any 
offer of proof, or given the commission any inkling of the nature of the 


evidence it desired to submit. 


(NELson, Commissioner, dissents. ) 


By the Commission: Hearing in 
the above-entitled matter was had be- 
fore the full commission in Bismarck, 
North Dakota, on the 27th day of 
October, 1953. Notice of said hearing 
was sent to the mayor or village clerk 
of every community served by the 
company in this state and to the edi- 
tors of over eighty-five North Dakota 
newspapers, the United Press, the 
Associated Press, and to the Union of 
Bell Telephone employees on Septem- 
ber 22, 1953, over a month before the 
date of said hearing. Said notice of 
hearing advised all interested parties 
that the company had submitted to the 
commission the financial and statis- 
tical data on which it was relying to 
support its request for higher rates 
and that copies thereof would be fur- 
nished any party upon request. 

On the day of said hearing, October 
27, 1953, this commission received a 
telegram from Carroll E. Day, attor- 
ney at law, which stated that he was 
employed on the evening of October 
26, 1953, by the Grand Forks Trades 
and Labor Assembly and the North 
Dakota State Federation of Labor to 
appear in protest in the instant case. 
By said wire request was made for an 
opportunity to examine the record and 
present evidence at a later convenient 
date. While it was not so designated, 
this request could only be construed as 
a motion for a continuance. 

Rule 4.3 of this commission’s rules 
of practice and procedure states: 
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“After hearings are scheduled, con- 
tinuances will not be granted by the 
commission except for good and suffi- 
cient cause. A motion for continuance 
may be made orally at a hearing or in 
writing, filed with the secretary, and 
served on the opposing counsel or par- 
ties. Such motions should be pre- 
sented as far in advance of date fixed 
for hearing as possible to insure favor- 
able action.” 

The request of the Grand Forks 
Trades and Labor Assembly and the 
State Federation of Labor was not 
properly served on other parties, was 
not timely made. These groups were 
negligent in waiting until the eve of 
the hearing to employ counsel to ap- 
pear herein. 

The commission, although of the 
opinion that all interested parties had 
been given a reasonable opportunity to 
be heard, recessed the hearing herein 
on October 28, 1953, until November 
10, 1953, to allow these two groups to 
present such direct evidence as they 
desired to place before the commission 
in this case. Mr. Day was immediate- 
ly advised of the commission’s action 
by registered letter dated October 28, 
1953. 

Pursuant to the order of recess, the 
commission reconvened on November 
10, 1953, at 9:30 o’clock a.m. Noone 
representing the Grand Forks Trades 
and Labor Assembly or the State Fed- 
eration of Labor was present. The 
commission recessed the hearing and 
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waited. At 11 o’clock a. M. the hear- 
ing was reconvened; no new appear- 
ances were made, and no communica- 
tion had been received by the commis- 
sion from either the labor groups or 
from their attorney. The record was 
thereupon closed. 

On November 19, 1953, the Grand 
Forks Trades and Labor Assembly 
filed a petition to reopen the proceed- 
ings upon the ground that it was not 
aware of the existence of the applica- 
tion of the Northwestern Bell Tele- 
phone Company herein within time 
to secure counsel or make the proper 
presentation to the commission at the 
time originally set for hearing. The 
petition was resisted by the North- 
western Bell Telephone Company by 
answer on the ground that the peti- 
tioner was not entitled to file such a 
petition because it is not a party of 
record in the proceedings, and further 
that the petition does not set forth or 
allege any material facts which it seeks 
to show or prove. 

The petitioning Grand _ Forks 
Trades and Labor Assembly has had 


two opportunities to present evidence 
on the issues involved. It has never 
made any appearance in this case; it 
does not make any offer of proof or 
give the commission any inkling of the 
nature of the evidence it desires to 
submit. 

Since it does not appear that the 
petitioner’s failure to produce evidence 
at the hearings heretofore held herein 
was due to fraud, accident, mistake, or 
surprise but simply due to its own 
neglect, the commission has no alter- 
native but to deny the same. 

It is so ordered. 


Ernest D. NELSON, not concur- 
ring: I cannot concur in this motion. 

So far in this case there has been 
no appreciable amount of evidence pre- 
sented in opposition to the increase 
applied for ; —and as this commission 
is desirous of having facts and evi- 
dence from both sides, it is my belief 
that this labor group constitutes a 
considerable number of telephone 
users; therefore, I feel it is in the best 
interests of the public that the com- 
mission reopen this case. 





CALIFORNIA PUBLIC UTILITIES COMMISSION 


City of Oakland et al. 


Key System Transit Lines 


Berkeley v. Key System Transit Lines 
Decision No. 49132, Cases Nos. 5492, 5493 
September 28, 1953 
OMPLAINT to require transit company, not operating because 
las of strike, to resume operations and to arbitrate dispute; 
company ordered to exhaust every lawful means to resume 
service and to report daily on status of strike and measures 
to resume service. 
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Service, § 102 — Commission jurisdiction — Transit company. 
1. Jurisdiction over transit company service is vested exclusively in the 
commission, subject only to review by the state supreme court, p. 155. 
Service, § 143 — Labor dispute — Order to resume service — Transit company. 
2. An order to resume transit service, halted because of a strike, will not be 
issued where the company is taking all reasonable and lawful means to end 
the strike and such an order might involve or invite the use of strikebreakers, 
p. 156. 
Service, § 143 — Strike — Resumption of service — Obligations of utility and em- 
ployees. 
3. A utility and its employees are obligated to exert every reasonable effort 
to resume service interrupted by a strike, because to prolong unreasonably 
a strike is to act contrary to public interest, p. 157. 
Labor, § 4 — Commission jurisdiction — Order to arbitrate or to meet employees’ 
demands. 
4. The commission has no authority to order a utility to submit to arbitra- 
tion or to meet employees’ demands, p. 157. 
Rates, § 143 — Wage increase — Labor dispute — Rate increase — Transit com- 
pany. 
5. It would be unlawful to assure either side in a labor dispute affecting 
transit service that a rate increase would be granted or that a wage increase 
would be underwritten by the commission if the company granted a wage 
increase to its employees, p. 157. 
Labor, § 1 — Strike — Appointment of receiver — Transit company. 
6. Nothing in the Public Utilities Code authorizes the appointment of a 


receiver for a transit company not operating because of a strike, p. 158. 


Return, § 16 — Guarantee of revenue. 
Statement that regulation does not guarantee or assure a utility that it will 
earn net revenues, p. 158. 

Service, § 230 — Right to discontinue — Confiscation. 
Statement that a utility is constitutionally entitled to an opportunity to earn 
a reasonable return upon its investment, and if, after using all reasonable 
means available, such a utility cannot earn a reasonable return and suffers 
confiscation, it has a constitutional right to discontinue business, p. 158. 

Commissions, § 22 — Jurisdiction — Judicial decision. 


Statement that the commission has authority to set aside a final judgment 
of the superior court, even though such judgment may have been valid when 
rendered, if such judgment interferes in any way with the exercise by the 
commission of its jurisdiction, p. 159. 


¥ 


APPEARANCES: John W. Collier Frank Coakley and Bernard King, for 
and Robert E. Nisbet, for city of Oak- county of Alameda, county of Contra 
land ; J. P. Clark, for city of Alameda; Costa, city of Albany, city of Alameda, 
Fred C. Hutchinson and Robert T. city of San Leandro, city of Hayward, 
Anderson, for city of Berkeley; Clair city of San Pablo, and city of Emery- 
MacLeod, for city of Piedmont; J. ville. 

151 1 PUR 3d 





CALIFORNIA PUBLIC UTILITIES COMMISSION 


Donahue, Richards, Rowell & Gal- 
lagher, by Frank S. Richards and 
George E. Thomas, for Key System 
Transit Lines ; Tobriner & Lazarus, by 
David Gold, for Amalgamated Asso- 
ciation of Street Railway and Electric 
Motor Coach Employees of America; 
Dion Holm and Paul L. Beck, for the 
city and county of San Francisco. 


By the Commission: Defendant 
operates a passenger transportation 
service in Alameda and Contra Costa 
counties, and an interurban passenger 
transportation service between East 
Bay communities and San Francisco. 
Defendant’s employees have been on 
strike since July 24, 1953. All service 
has been suspended since that date. 

The complaints allege that defend- 
ant has failed to perform its legal obli- 
gations to render service by an unrea- 
sonable refusal to operate its trains and 
buses. The answers allege that the 
strike of defendant’s employees is the 
sole reason for service suspension, that 
it is physically impossible to operate 
safely without trained personnel, that 
union personnel cannot be obtained, 
and that it would not be in the public 
interest to use nonunion personnel, 
if in fact such persons could be ob- 
tained. 

The matters were consolidated and 
public hearing was held at San Fran- 
cisco on September 21, 1953, before 


Commissioner Potter and examiner 
Cassidy. 

On September 11, 1953, the superi- 
or court in and for the county of Ala- 
meda issued a peremptory writ of man- 
date directing defendant to resume 
operation not later than seven days 
after that date. (Bubovsky v. Key 
System Transit Lines, No. 251 697.) 
Key System’s petition for a writ of 
supersedeas and a temporary stay of 
that order was denied by the district 
court of appeal on September 18, 1953. 
(1 Civil 15972.) On September 22, 
1953, Key System’s petition to the 
supreme court for writs of prohibition 
and mandate was denied on procedural 
grounds. (Key System Transit Lines 
v. Superior Court, — Cal2d —, 261 
P2d 9.) 

At the opening of the hearing be- 
fore this commission on September 21, 
1953, counsel for the striking union 
moved that the present proceedings be 
continued until the superior court had 
rendered its opinion on issues asserted 
to be the same as the issues before the 
commission. The motion was denied. 
The union did not request leave to in- 
tervene and is not a party to these pro- 
ceedings. Complainants’ motion for 
a continuance of the hearing was also 
denied. 

Counsel were requested to state 
their theory of the case and to discuss 





1 Rule 45 of the commission’s procedural 
rules provides as follows: 

“Intervention. In a complaint proceeding 
petitions to intervene and become a party there- 
to shall be in writing, shall set forth the 
grounds of the proposed intervention, the posi- 
tion and interest of the petitioner in the pro- 
ceeding, and whether netitioner’s position is in 
support of or opposition to the relief sought. 
Such a petition shall be served and filed by 
petitioner at least five days before the proceed- 
ing is called for hearing, except for good cause 
shown. If petitioner seeks a broadening of 
the issues and shows that they would not 
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thereby be unduly broadened, the petition shall 
be served and filed by petitioner at least ten 
days, and the parties may serve and file replies 
at least five days, before the matter is called 
for hearing. 

“Leave will not be granted except on avert- 
ments which are reasonably pertinent to the 
issues already presented, but do not unduly 
broaden them. If leave is granted, the peti- 
tioner thereby becomes an intervener and a 
party to the proceeding to the degree indicated 
by the order allowing intervention, or by the 
presiding officer at the hearing.” 
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the following matters in an opening 
statement : . 

1. If the commission should order 
Key System to resume operations, how 
could such order be complied with 
without securing operating personnel 
other than the present operating per- 
sonnel now on strike? 

2. Do complainants take the posi- 
tion that Key System should undertake 
or be ordered to hire personnel other 
than the operating personnel now on 
strike? 

3. Is it complainants’ position that 
this commission has authority to re- 
quire Key System to submit the labor 
controversy to arbitration, or to meet 
the demands made upon it by its em- 
ployees? 

4. Is it the position of complainants 
that this commission has jurisdiction 
over labor-management relations, and, 
if so, what is the source and extent 
of such jurisdiction? 

The contentions of the parties will 
be summarized before discussing the 
record and the issues. 

Position of Complainants. Many 
aspects of the above questions are pre- 
mature. The commission has power 
to order immediate resumption of serv- 
ice, its function being to determine 
whether the suspension of service and 
failure to resume service is reasonable 
or unreasonable under all of the cir- 
cumstances. The mechanics of how 
the service would be resumed would 
come up if defendant refused to comply 
with a commission order directing re- 
sumption of service. In that event the 
commission could seek appropriate 
action by the superior court to compel 
resumption of service, and, if defend- 
ant did not do so, the superior court 
could exercise its power to appoint a 
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receiver to conduct the operations. It 
would be the duty of the receiver to 
endeavor to reach a negotiated agree- 
ment with defendant’s employees, and, 
if unable to do so, to submit the dispute 
to arbitration. Complainants also 
suggested that with present negotia- 
tions deadlocked and service not hav- 
ing been rendered for sixty days, the 
commission could specify a certain 
period of time for arrival at a negotiat- 
ed agreement, and then order defend- 
ant to arbitrate the matter, defendant 
to appoint one arbitrator, the em- 
ployees another, and the third arbi- 
trator to be selected by the commission. 
Complainants contend that these pro- 
ceedings do not involve the question 
of whether or not the commission has 
jurisdiction over labor-management 
relations. If defendant were required 
to pay higher wages, it could come to 
the commission immediately upon re- 
sumption of service and request inter- 
im fare increases because of the in- 
creased cost of operation. 

Position of Defendant. The com- 
mission has no jurisdiction over labor- 
management matters. The labor dis- 
pute is within the exclusive jurisdic- 
tion of the National Labor Relations 
Board. The prescribed administrative 
remedies before the board have not 
been exhausted. No court or com- 
mission has the authority to order de- 
fendant to pay labor a certain amount 
of money. Defendant moved that the 
commission set aside the order of the 
superior court upon the ground that 
the latter had no jurisdiction over the 
matter, the Commission having previ- 
ously and continuously exercised ex- 
clusive jurisdiction over defendant’s 
operations. 

The complaint, answer, and writ in 
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the superior court matter were received 
in evidence for the limited purpose of 
showing the nature and status of that 
court proceeding, but not for the pur- 
pose of establishing facts in the present 
proceeding. 

It was stipulated that as a result of 
the strike great injury has been and is 
being suffered by a vast number of 
individuals, businesses, defendant, and 
the general public. Complainant also 
called witnesses who testified in sub- 
stance that the average weekday gross 
passenger revenues of the Municipal 
Railway of San Francisco during the 
twenty-one weekdays during August 
were approximately $3,000 a day less 
than during the eighteen weekdays 
preceding July 24, 1953; that approx- 
imately 7,500 public school pupils in 
Oakland normally use public transpor- 
tation ; that a check made by a banker 
with various Oakland merchants indi- 
cated a “falling off” of business activ- 
ities since July 24, 1953, with an in- 
crease of business in outlying areas; 
that there has been a decrease in the 
hiring of retail clerks in various in- 
dustries in Alameda county; that the 
case load of various hospitals in Ala- 
meda county has decreased, and that 
hospital employees have had difficulty 
in obtaining transportation; and that 
patrol officers of the Oakland Police 
Department have been assigned to 
traffic duty because of increased con- 
gestion of automobile traffic. 


On May 29, 1953, defendant and 
the local union, in view of proceedings 
then pending before the National La- 
bor Relations Board involving a juris- 
dictional dispute, agreed to continue 
the then current collective bargaining 
agreement, subject to the right of the 
union to give notice of a desire to com- 


1 PUR 3d 


mence negotiations looking toward a 
modified or new agreement. Upon 
receipt of official notice from the Na- 
tional Labor Relations Board of the 
dismissal of a case filed by a machin- 
ist’s union, the local carmen’s union, 
on June 15, 1953, gave defendant no- 
tice of a desire to commence negotia- 
tions. There were further interim ex- 
tensions of the bargaining agreement 
and on July 20, 1953, the union gave 
defendant notice of its intention to ter- 
minate the contract as of July 24, 
1953. 

There have been approximately 
thirty-five days of negotiations be- 
tween defendant and the local union. 
Federal conciliators have participated 
in these negotiations. Defendant and 
the union were negotiating through an 
intermediary on September 11, 1953. 
The meeting “broke up” upon receiv- 
ing notice that on that day the superior 
court had issued a peremptory writ 
directing defendant to resume service. 
A citizens’ committee appointed by the 
mayor of the city of Oakland was un- 
successful in its efforts to effect a set- 
tlement of the strike. Neither the lo- 
cal union nor its parent organization 
has filed with the National Labor Re- 
lations Board any complaint against 
defendant charging unfair labor prac- 
tices or refusal to bargain. 


Defendant’s lines serve transconti- 
nental railroad and interstate bus ter- 
minals, an airport, and several mili- 
tary installations, including Oak Knoll 
Hospital, Oakland Army Base, Naval 
Supply Depot, Naval Air Station, and 
Treasure Island. It carries employees 
from and to several plants the products 
of which enter interstate commerce, 
purchases goods and materials in inter- 
state commerce, has an arrangement 
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for use of certain of its tracks by a rail- 
road freight carrier, and derives reve- 
nue from the advertising of nationally 
advertised products in its trains and 
buses. Based on these facts, defendant 
contends that its labor controversies 
are subject to the jurisdiction of the 
National Labor Relations Board. 

We need not pause long on the sub- 
ject of the injury which the public, 
necessarily, has been and is now suf- 
fering from this strike, as is always 
the case where a strike involves the 
public transportation service in any 
large metropolitan center of popula- 
tion. It would be difficult to overstate 
such injury. 

We hold that the existing deplorable 
condition resulting from the suspen- 
sion of service by said utility, result- 
ing from said strike, is sufficient to 
require the exercise by us, to the full- 
est extent, of all lawful powers of this 
commission in an attempt to bring to 
an end the suspension of service by 
defendant. 

[1] The proposition which pre- 
sents itself is the determination of such 
powers. We hold that this commis- 
sion has exclusive jurisdiction over the 
service of the defendant, Key System 
Transit Lines, subject only to review 
by the supreme court of this state to 
the limited extent provided by law. In 
all matters of public utility regulation, 
so far as state law is concerned, this 
commission stands next in authority 
to the supreme court of this state. In 
our opinion, the Constitution and stat- 
utes of California, as interpreted by 
that court, leave no doubt on this 
point. (Miller v. Railroad Commis- 
sion [1937] 9 Cal2d 190, 195, 198, 
20 PUR NS 199, 70 P2d 164, 112 
ALR 221; People ex rel. Boole v. 
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Northwestern P. R. Co. [1937] 20 
Cal App2d 120, 66 P2d 697; hearing 
by the supreme court denied; Lousta- 
lot v. Superior Court [1947] 30 Cal2d 
905, 912, 186 P2d 673; Sexton v. 
Atchison, T. & S. F. R. Co. 173 Cal 
760, 763, 764, PUR1917B 786, 161 
Pac 748; People v. Brophy [1942] 49 
Cal App2d 15, 120 P2d 946; hearing 
by supreme court denied; Northwest- 
ern P. R. Co. v. Superior Court 
[1949] 34 Cal2d 454, 211 P2d 571; 
Live Oak Water Users Asso. v. Rail- 
road Commission, 192 Cal 132, 143, 
PUR1924B 790, 219 Pac 65; Clem- 
mons v. Railroad Commission, 173 
Cal 254, 256-258, PURI916F 469, 
159 Pac 713; Pacific Teleph. & Teleg. 
Co. v. Eshleman [1913] 166 Cal 640, 
650, 655, 656, 658, 689, 137 Pac 1119, 
50 LRA NS 652, Ann Cas 1915C 
822. 

It is strenuously urged upon us that 
we order the defendant utility, forth- 
with, to resume service upon pain of 
being held in contempt of the commis- 
sion should it not comply and further 
subjecting itself to the heavy penalties 
provided for by the Public Utilities 
Code flowing from such failure to re- 
sume service. Also, we are urged to 
order the defendant to submit the labor 
dispute with its employees to arbitra- 
tion or in some other manner resolve 
such dispute so that the striking em- 
ployees will return to work. 

All these propositions we have con- 
sidered and had considered long prior 
to the filing of the complaints in the 
above-entitled cases. We shall pro- 
ceed to discuss these proposals and 
suggestions. 

In approaching the subject of power 
and authority exercised by govern- 
ment, we must ever keep in mind that 
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we live under a government of laws 
and not of men and that due process of 
law must be observed. Also, it must 
be kept in mind that, even where ju- 
risdiction and power lawfully exist, 
such jurisdiction and power must not 
be exercised arbitrarily or otherwise 
unlawfully. Likewise, we must re- 
mind ourselves that there are areas of 
human conduct which government has 
not seen fit to enter or to regulate, be- 
lieving that it is better to leave such 
conduct to self-regulation than for 
government to enter such fields. In 
such areas of human conduct, govern- 
ment has established a policy of non- 
regulation. Furthermore, we desire to 
point out that regulation is not inher- 
ent but must be based upon some con- 
stitutional, statutory, or established 
common-law provision or principle. 
This commission is a creature of the 
law and must stay within the law of 
its creation whenever action is taken 
by it. Officers of the law should be the 
first to set an example of obedience to 
the law. A public official who is, him- 
self, a lawbreaker violates the high 
trust with which he has been clothed. 
A desirable end can never be justified 
if it must be reached by unlawful 
means. Therefore, we are not permit- 
ted by law to achieve a lawful object 
by unlawful means. The desire, how- 
ever justified, to solve a human 
problem never can substitute for law- 
ful authority to accomplish such solu- 
tion. 


[2] The people of this state and 
the legislature have not seen fit to out- 
law strikes and lockouts and to pro- 
vide governmental machinery for se- 
curing those legitimate objectives of 
labor and management which strikes 
and lockouts are supposed to achieve. 
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Therefore, strikes and lockouts are 
lawful provided they are pursued 
within lawful limits. These are stub- 
born facts which we must recognize. 
As of the present date, collective bar- 
gaining to resolve labor-management 
disputes is favored by public policy 
over the use of compulsory process. 
(Youngstown Sheet & Tube Co. v. 
Sawyer (1952) 343 US 579, 586, 96 
Led 1153, 1167, 72 S Ct 863, 26 ALR 
2d 1378.) It follows that collective 
bargaining procedures should be giv- 
en a fair trial. Opinions may differ as 
to how much time should be consumed 
in such procedures. We are of the 
opinion that this commission, lawfully, 
may order the defendant utility to re- 
sume service but, unless such order be 
qualified and conditioned upon the tak- 
ing of all reasonable and lawful means 
by said defendant to resume service, 
such order would be unrealistic and 
meaningless because of the existing 
strike on the part of the employees of 
said defendant. The law neither per- 
forms nor requires the performance of 
idle acts. Neither does the law re- 
quire impossibilities. It is a perfectly 
lawful defense to any order of a pub- 
lic tribunal if it appears that it is 
not possible to comply with such 
order. 


We know that the only way service 
may be resumed by this utility is 
through the settlement of the present 
strike. No one suggests that the de- 
fendant attempt to resume service by 
employing operating personnel outside 
the group of operating employees of 
defendant now on strike. No party to 
this proceeding has suggested the em- 
ployment of so-called strikebreakers. 
We will not order said defendant to 
perform an act which could be said to 
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involve or invite the use of strike- 
breakers and thus add to the present 
woes of the public. 

[3] The law imposes upon said de- 
fendant the affirmative duty to furnish 
reasonable and adequate service to the 
public at all times, all the facts and 
surrounding circumstances being tak- 
en into consideration. In the present 
circumstances, defendant is required 
by law to take every reasonable and 
lawful means available to it in an at- 
tempt to resume service to the public. 
Also, there is a duty incumbent upon 
the employees of this utility to exert 
every reasonable effort to bring this 
strike to an end and thus facilitate the 
resumption of service to the public by 
defendant. The utility and its employ- 
ees are equally obligated to act in the 
public interest. To unreasonably pro- 
long this strike is to act contrary to 
the public interest. 


[4] The suggestion that we order 
the defendant to submit to arbitration 
or meet the demands made upon it by 
its employees, in our opinion, would 
be unlawful. The law, as it now 
stands, confers no such authority upon 
this commission. Very recently, the 
supreme court of this state passed up- 
on the implied powers of this commis- 
sion and, in our opinion, the holding 
of that court on such subject rejects 
any thought that we possess powers 
sufficient to order this utility to sub- 
mit to arbitration or to meet the de- 
mands made upon it by its employees. 
(Pacific Teleph. & Teleg. Co. v. Pub- 
lic Utilities Commission [1950] 34 
Cal2d 822, 828, 829, 83 PUR NS 101, 
215 Pd 441.) In only comparatively 
recent years has the Supreme Court of 
the United States recognized that gov- 
ernment could enact laws calculated to 
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effect compulsory adjustment of labor 
disputes. 

The evidence indicates that this util- 
ity has not exhausted all reasonable 
and lawful means to resume service to 
the public, a duty which is enjoined 
upon it by law. We will direct de- 
fendant to take and exhaust all such 
means and to make reports to the com- 
mission as to the action taken. 

It is not inappropriate to here point 
out that the same situation as is pre- 
sented by this strike has been pre- 
sented to the commission several times 
in the recent past. There is nothing 
new or novel about it. But we be- 
lieve it is timely that governmental 
authority did something to prevent 
the recurrence in the future of such 
situations by the enactment of appro- 
priate regulatory laws. 


Counsel for the complainants ad- 
vanced the proposition that the level 
of wages to be paid the employees of a 
utility is no different than the cost of 
a facility which the commission orders 
a utility to install. Such contention, 
to say the very least, is unrealistic and 
constitutes a great oversimplification. 
It need only be observed that a utility 
may choose among many suppliers of 
facilities and no supplier may strike 
and bring the operations of such util- 
ity to a standstill just because the util- 
ity refuses to pay the price such sup- 
plier demands. 

[5] A further proposition put for- 
ward by counsel for complainants was, 
in effect, that the expense which would 
be incurred from the payment by the 
utility of increased wages is guaran- 
teed or in some way insured by this 
commission. The exact contrary is 
true. We desire to make it clear to 
this utility and its employees that it 
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would be unlawful for this commis- 
sion to undertake to assure either or 
both in advance that any rate increase 
will be granted to said utility or that 
the commission will underwrite any 
wage increase which may be granted 
by the defendant utility to its em- 
ployees. Reduced to its lowest terms, 
the proposition is that the employees 
of a public utility demand a wage in- 
crease; the utility resists; the employ- 
ees strike and this commission is obli- 
gated to put up the money, so to speak, 
in the form of a rate increase, which 
must be borne by the public, in order 
that the demands of the employees be 
met by the utility and the strike ter- 
minated. This commission will not 
become a party to such a squeeze-play 
procedure. It is enough to say that 
such a proposition is unlawful. Reg- 
ulation does not guarantee, insure, or 
assure a utility that it will earn net 
revenues. (Federal Power Commis- 
sion v. Natural Gas Pipeline Co. 
[1942] 315 US 575, 590, 86 L ed 
1037, 1052, 42 PUR NS 129, 62 S Ct 
736; Smyth v. Ames [1898] 169 US 
466, 544, 545, 42 L ed 819, 848, 18 
S Ct 418.) It would be contrary to 
law for a regulatory body to attempt 
such a guarantee at the expense of the 
public. A utility is constitutionally 
entitled to an opportunity to earn a 
reasonable return upon its investment 
reasonably employed in the service of 
the public but nothing more. If, after 
using all reasonable means available 
to it, such utility cannot earn a reason- 
able return and thus suffers confisca- 
tion, it has a constitutional right to go 
out of business. (Railroad Commis- 
sion v. Eastern Texas R. Co. 264 US 
79, 85, 86, 68 L ed 569, 572, PUR 
1924C 407, 44 S Ct 247; Ft. Smith 
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Light & Traction Co. v. Bourland, 267 
US 330, 332, 333, 69 L ed 631, 633, 
PURI1925C 604, 45 S Ct 249.) 
These are rules of law which we desire 
to impress upon all the parties to these 
proceedings. 


[6] During the hearing of these 
matters a suggestion was made that 
the superior court of Alameda county 
could be asked to appoint a receiver for 
the utility. Baldly stated, this would 
amount to seizure by government. 
Seizure is a last resort in a matter of 
this nature and must be authorized by 
some constitutional or statutory pro- 
vision. (Youngstown Sheet & Tube 
Co. v. Sawyer [1952] 343 US 579, 
96 L ed 1153, 72 S Ct 863, 26 ALR2d 
1378.) If there is any law of this 
state which would authorize such 
drastic action, it would have to be the 
Public Utilities Act for the reason 
that, as yet, no emergency laws have 
been placed in operation which would 
apply to this controversy. Seizure is 
the most onerous of all legal pro- 
cedures. (22 Cal Jur 432.) There is 
no such a proceedings as an action to 
appoint a receiver. (22 Cal Jur 433.) 
Appointment of a receiver is ancillary 
to and in aid and support of some pri- 
mary cause of action. Justification 
for appointing a receiver must be 
found in the statute. (22 Cal Jur 
440.) In order that a receiver be 
appointed for a strike-bound public 
utility, it would be necessary either 
to enact specific legislation to that end 
by amending said act or to assume 
that the broad provisions of §§ 701 and 
702 of the Public Utilities Code grant 
such authority. We have never so 
construed said section of said Code 
and the decisions of the supreme court 
of this state do not indicate that any 
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such authority resides in those sec- 
tions or elsewhere. If this commission 
may not exercise such authority, we 
know of no other state tribunal which 
may. Should the superior court pur- 
port to appoint a receiver in the present 
circumstances, this commission would 
not recognize such purported appoint- 
ment until the order appointing such 
receiver should be affirmed by the 
supreme court of this state. An at- 
tempt was made to enact legislation at 
the 1953 session of the legislature au- 
thorizing the appointment of a receiver 
for a public utility when it failed or 
refused to furnish reasonable and ade- 
quate service but such proposed legis- 
lation never reached the floor of 
either House. The provisions of state 
law empowering the superior court to 
appoint a receiver have no application 
to the instant controversy. No con- 
tention is made that the defendant 
utility is insolvent or that its financial 
integrity is seriously impaired. On 
the contrary, the contention by those 
who urge the appointment of a receiv- 
er is that the defendant is financially 
able to meet the wage increase de- 
mands being made upon it by its em- 
ployees and that it unreasonably fails 
to meet such demands or submit the 
dispute to arbitration. No lawful 
grounds for the appointment of a re- 
ceiver have been shown. 


Defendant requests that we set aside 
the order and mandate of the superior 
court of Alameda county which pur- 
ported to order and direct the utility 
to resume service. That this commis- 
sion has authority to set aside a final 
judgment of a superior court, even 
though such judgment may have been 
valid when rendered, if such judgment 
interferes in any way with the exercise 
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by this commission of its jurisdiction, 
we entertain no doubt. (Miller v. 
Railroad Commission [1937] 9 Cal2d 
190, 20 PUR NS 199, 70 P2d 164, 
112 ALR 221.) Being of the opinion, 
however, that such action is neither 
necessary nor appropriate at this time, 
said request is denied. Nevertheless, 
we wish to make it perfectly clear that, 
in our opinion, this commission has 
exclusive jurisdiction over the subject 
matter concerning which said superior 
court sought to exert its jurisdiction 
by rendering said order and mandate. 
The Constitution and laws of this 
state, as interpreted by the supreme 
court, leave no doubt on this point. 
(Miller v. Railroad Commission, and 
other cases, supra.) The order and 
mandate of said superior court show 
on their face that the defendant is a 
public utility and that this commission 
has assumed and exercises jurisdic- 
tion thereover. In such circumstances, 
said order and mandate are void and 
the law ex proprio vigore sets them 
aside. If the superior court, lawfully, 
may issue orders to a public utility 
concerning service rendered to the 
public by such utility, it may, also, 
issue orders concerning rates, safety 
matters, or any other subject of regu- 
lation and thus completely supplant 
this commission in the. regulation of 
public utilities. The whole scheme of 
regulation of public utilities estab- 
lished in 1912 would be demolished. 

We do not pass upon the point 
raised by the defendant as to federal 
authority applying to certain issues 
raised herein, being of the opinion that 
the same is unnecessary to the decision 
rendered herein. 

We desire to remind defendant and 
its employees that the defendant utility 
1 PUR 3d 





CALIFORNIA PUBLIC UTILITIES COMMISSION 


is performing a function of the state 
(Smyth v. Ames [1898] 169 US 466, 
544-548, 42 L ed 819, 848, 849, 18 
S Ct 418), and that it exercises an 
extraordinary privilege and occupies a 
privileged position. (United Fuel Gas 
Co. v. Kentucky R. Commission, 278 
US 300, 309, 73 L ed 390, 396, PUR 
1929A 433, 49 S Ct 150.) In such 
circumstances, a higher duty is owed 
to the public than by an ordinary 
business not so affected with the public 
interest. 

Our conclusions as to the impro- 
priety or lack of authority on our part 
to issue compulsory directions to this 
utility, as indicated in this opinion, are 
subject to review by the supreme court 
of this state. A petition for review to 
that court respecting the decision here- 
in may be filed and, under the law, that 
court is required to give to such peti- 
tion expedited action. This question 


could be disposed of with dispatch and 


conclusively, so far as the law of the 
state of California is concerned. 
Finally, we wish to observe that 
obedience to the law as it exists is, in 
our opinion, the first duty of the citi- 
zen. It is more important that we 
observe the law in hard cases, such as 
the instant case, than in easy cases. 
Our constitutional guarantees were 
constructed with a particular view to 
hard cases, where only such bulwarks 


could avail against the surge and 
sweep of an enraged and unwise public 
opinion. Let us not forget the recent 
Steel Mills Seizure cases where the 
President of the United States was 
told by the Supreme Court that his 
seizure of these mills was unlawful, 
although it may be said that such sei- 
zure was not entirely without histor- 
ical and legal precedent. (Youngs- 
town Sheet & Tube Co. v. Sawyer 
[1952] 343 US 579, 96 L ed 1153, 
72 S Ct 863, 26 ALR2d 1378.) 


ORDER 


Based upon the findings and evi- 
dence in these consolidated cases, 

It is hereby ordered that defendant 
Key System Transit Lines, its officers, 
servants, and agents take and exhaust 
every reasonable and lawful means to 
resume service to the public and said 
defendant is hereby ordered to report 
daily to this commission, in writing, 
the status of the dispute which exists 
between defendant and its employees 
and the measures taken to settle such 
dispute and to resume service to the 
public. 

We will hold this proceeding open 
for the purpose of entering such sup- 
plementary orders as may appear ap- 
propriate. 

This decision shall become effective 
two days after the date hereof. 





1 PUR 3d 





DELTA-STAR 


builds a 
COMPLETE LINE of 


POWER COMVECTORS 


Whatever your requirements there is 
a Delta-Star connector designed specif- 
ically to do the job. Never is there any 
necessity of adapting a connector to 
your particular application; there is 
available at Delta-Star the exact con- 
nector you require in clamp or solder 
type with all the characteristics that 





Clamp Type Connector 


Tu have won such general acceptance 


High Compression Connector 


throughout the industry. 


Delta-Star clamp type con- 

nectors incorporate the three 

essential requirements of positive 

electrical and mechanical connec- 

tion, ease of installation, and 

continuity of service over long 
= periods of time. 


DELTA-STAR ELECTRIC DIVISION 


Connector 
H. K. PORTER COMPANY, INC. 


OF PITTSBURGH 
2437 FULTON STREET, CHICAGO 12, ILLINOIS 


OISTRICT OFFICES IN PRINCIPAL CITIES 








This page is reserved under the MSA PLAN (Manufacturers Service Agreement) 
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A 7,000,000 HP 
Success Stor 





Interior view of spiral casing at NorrisD 


Achievements of Newport News personnel in rated output in excess of 7,000,000 horsepo 
designing and building water power equipment 
during the past thirty years reflect a high integra- 
tion of skill and production facilities. 


Other essential equipment including penstoc 
spiral casings, valves, pumps, gates and rack rak 
are also designed and built by Newport News, 
Answering demands for hydraulic turbines rated 

as high as 165,000 horsepower and as low as An illustrated copy of our booklet enti 
500 horsepower, this trained organization has “WATER POWER EQUIPMENT,” will be s4 


successfully filled contracts with an aggregate to you upon request. 


W SHIPBUILDING AND 
Newport News, Virginia 
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Industrial Progress 


$147,000,000 Expenditure 
In Five Years 


Pennsylvania Power and Light 
pany and its subsidiary, the 
ton Electric Company, have 
underway for the expenditure 
e $147,000,000 in the next five 
according to Charles E. Oakes, 
dent. Of this total, $33,000,000 
be spent during this year. 
major addition to the system’s 
ating capacity is scheduled for 
oming summer, when the initial 
00 kilowatt power unit goes into 
e at the New Martins Creek 
A second unit of the same size 
heduled to be put into operation 
e plant in 1956. 


beneral Electric Produces 


orld's Largest Light Bulb 


commemorate the seventy-fifth 
ersary of Thomas A. Edison’s 
ition of the incandescent bulb, a 
)-watt incandescent lamp bulb, 
to be the world’s largest, was 
don officially for the first time 
ebruary 11th, Edison’s 107th 
fay, during ceremonies in New 
City at Rockefeller Plaza, over- 
ng the skating rink. It will be dis- 
d and lighted throughout the year 
ight’s Diamond Jubilee celebra- 
,and at conventions, shows and 
In all sections of the country. 
¢ lamp was conceived, designed 
rssembled by G-E lamp develop- 
‘BH Scientists and engineers at Nela 
@ Cleveland, Ohio, headquarters 
E’s Lamp Division. Its glass 
largest ever made, was hand 
a by the Corning Glass Company, 
producer of bulbs for Edison, 
ming, N. Y. 
¢ lamp produces 2,400,000 lu- 
Or units of light. To produce 
amount of light would require 
' 60-watt household bulbs, all 
ing simultaneously. This single 
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light bulb uses enough electric energy 
to light 83 American homes as they 
are normally lighted today. Twenty- 
three of them could illuminate a major 
league baseball stadium according to 
modern standards. 

The lamp’s filament alone weighs 
2.7 pounds, which is enough tungsten 
to make the coiled-coil filaments for 
67,500 60-watt lamps. The filament is 
made of a tungsten ingot, hammered 
to a diameter of three-sixteenths of 
an inch. It is 12 and one-half feet long. 

Three of the huge lamps will be on 
display throughout the year, one at 
Light’s Diamond Jubilee celebrations, 
another in the Lighting Institute at 
Nela Park, and a third at exhibits, 
conventions and fairs. 


New Brochure on Business 
Telephone Systems 


A NEW 6-page, illustrated brochure 
called ““The P-A-X Code Call Service” 
describes how executives and key em- 
ployes can be quickly reached any- 
where in the plant or office by means 
of a special signaling device that is 
part of an internal business telephone 
system. 

Copies of the brochure may be ob- 
tained from Automatic Electric Com- 
pany, 1033 W. Van Buren street, Chi- 
cago 7, Illinois. 


Public Service Electric Plans 
New Units to Double Capacity 


PUBLIC Service Electric & Gas Com- 
pany is planning the building of a new 
power station at Linden, New Jersey, 
which will have a capacity of 200,000 
or more kilowatts of capacity and may 
be placed in service late in 1956, G. H. 
Blake, president, stated recently. 
This new installation together with 
a new 185,000 kw unit being con- 
structed at the Burlington station due 
to be placed in operation in the late 
spring of 1955 will increase Public 


Service System capacity to a level 
twice as large as at the end of World 
War II. 


Kentucky Utilities to Build 
424,000 KW Plant 


KENTUCKY Utilities Company is 
planning a coal-fired steam electric 
plant with an eventual capability of 
424,000 kilowatts at Dix Dam, R. M. 
Watt, K. U. president, announced re- 
cently. 

The plant’s first unit, capable of 
generating 106,000 kilowatts of elec- 
tricity, is scheduled to begin operation 
in 1956. The timetable for installation 
of the other three units will be deter- 
mined by the electrical load growth in 
the area served by the company. 

The huge plant, largest in the K. U. 
system when it is completed, is to be 
located in Mercer county near the 
company’s hydroelectric station. It is 
estimated that the plant, with all four 
units installed, will require 110 operat- 
ing employees and burn 1,080,000 tons 
of Kentucky coal a year. 

The new plant will be named the 
E. W. Brown generating station in 
honor of the company’s vice president 
in charge of operations. Mr. Brown 
has been with the K. U. system since 
1917. 

(Continued on page 24) 








PUBLIC UTILITY ENGINEER 


Large, long established natural gas company in 
the West has an opening for an experienced senior 
staff engineer; one who under the management 
can plan and supervise the preparation of regu- 
latory and rate matters, personally testify before 
commissions and assist the management in prob- 
lems of utility operations. It is essential that the 
applicant understand gas distribution and trans- 
mission operations, have a comprehensive knowl- 
edge of public utility requirements and experience 
in processing matters before commissions or pub- 
lic bodies. Position is permanent and salary is 
open. All replies will be confidential with the 
executive head of the company. Address Box 34, 
PUBLIC UTILITIES FORTNIGHTLY, 309 Munsey 
Building, Washington 4, D. C. 
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20° from Trench to Wal 


IN NORFOLK, VA. this Model 
92 CLEVELAND “Baby Digger” 
shows how its useful compactness 
enables it to place a trench safely 
within 20” of a house wall. 
Balanced perfectly on its smooth 
full crawlers, the 92 maneuvers 
easily in even the closest quarters, 
with less damage to lawns, walks 
and driveways. Because it digs 
any size of trench from 10 to 20 
inches wide and up to 5 feet deep, 
it is usableona wide variety of jobs. 


The 92 hustles safely from job to 
job... at legal limit speeds... 
because it’s so easily portable on 
the drop-axle, tilt-bed CLEVELAND 
T5 Trailer. 


Write for descriptive literature and specifications or get 
the full story on CLEVELANDS from your local distributor. 


di 
lay Ort 
la, Nal 
wt 
we) \9 2 


THE CLEVELAND TRENCHER CO. 


id¢ e Co 9s 
Pioneer of the Modern Trencher 


INDUSTRIAL PROGRESS 
(Continued) 


El Paso Natural to Expand Lin 


EL PASO Natural Gas Company} 
applied for authority to build naty 
gas pipe line facilities in West Te 
costing $798,600. 

The lines would be in Reagan 
Upton counties and would move 2 
000,000 cubic feet of gas daily. Th 
would gather natural gas in Reag 
county and tie into El Paso’s syste 
which serves gas distribution syste 
in Western states. 


Pacific Tel. & Tel. Plans 
$24,000,000 Expansion 


PACIFIC Telephone & Telegra 
Company plans to spend $24,000,0 
in Washington State this year for if 
provement and expansion. 

G. M. Dean, vice president and gq 
eral manager, said a $5,000,000 pr 
ect, under way more than two yea 
to provide extended service in ¢ 
greater Seattle area will be complet 
late in 1954. This will make possil 
dial calls between exchanges in Seat 
and many neighboring towns. 
struction will begin this year on 
microwave-relay system between P 
co, Washington, and Portland, Or 
gon, which will cost an estimated $ 
760,000. 


Motorola Names Product 
Manager 


DANIEL E. Noble, vice president @ 
Motorola’s Communications & Ele 
tronics Division, has announced 
promotion of Leonard G. Walker 
the position of power utility prod 
engineer and acting product manag¢ 

As product manager, Mr. Wal 
has engineering, marketing and p 
duction responsibility extending fro 
the original engineering concept. 
equipment through to successful 
stallation of the customer’s syste 
His group handles power line a 
rier, audio frequency carrier, sup 
visory control, power line coupli 
networks and related devices. Prior 
his new assignment, Mr. Walker w 
chief systems engineer for these pow 
utility products. 

Before joining Motorola in 1% 
Mr. Walker was electrical engin@. 
for Idaho Power Company in Bot 
While there he revamped the utili 
transformer maintenance progr 
developed a system of automatic © 
trol of substations, and guided desi 
and installation of extensive con 
equipment by Idaho Power. 


(Continued on page 26) 
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957 of the Pressure-Creosoted poles 
in this line are still in service 


ton, 27 years 


POLES on the right are part of a 27-year-old group in a line of Dayton Power & 
ht Company between Washington Court House and Leesburg, Ohio. Ninety- 
per cent of the 1927 poles are “still in fine shape, almost as good as when 


alled.” 


These pressure-creosoted poles, 
hted between Washington Court 
e and Leesburg, Ohio, were in- 
ed by the Dayton Power & Light 
i@mpany in 1927. Today—27 years 
t—more than 95% are still in 
ce. 
ctually, officials of the utility 
hpany can recall only one replace- 
t in the line due to rot at the 
d line. The other replacements 
¢ the result of line improvements. 
@cords like these, established on 
lines of many of the nation’s 
d 8 power and telephone com- 
€s, are your assurance that pres- 


sure-treatment with Creosote is the 
way to get maximum pole life. 


* * * 


You get uniformly good results 
from Creosote treatment when USS 
Creosote is used. That’s because 
USS Creosote is a uniform product, 
the result of continuous processing 
in the plants of United States Steel. 
For complete information on USS 
Creosote, contact our nearest Coal 
Chemical sales office or write directly 
to United States Steel Corporation, 
525 William Penn Place, Pittsburgh 
30, Pennsylvania. 


CLOSE-UP on one of the poles showing 
the 1927 dating nail. 


USS CREOSOTE 


U N 


T.& D 


SF #G ES 


STEEL 





INDUSTRIAL PROGRESS—( Continued ) 


Blaw-Knox Steel Forms for 
Concrete Construction 


“BLAW-KNOX Steel Forms for 
Concrete Construction”’ is the title of 
a new 50-page bulletin, No. 2430, 
published by Blaw-Knox Company. 

Reflecting the company’s long ex- 
perience in developing steel forms 
ever since their original introduction 
in 1906, the booklet describes a wide 
variety of form types and uses. More 
than 50 photographs illustrate the 
range of application. Blaw-Knox steel 
forms have been used on circular con- 
duits such as the Delaware Aqueduct ; 
arched and box conduits; vehicular 
tunnels like the Lincoln and the Penn- 
sylvania Turnpike tunnels; railway 
tunnels and subways ; flood, retaining 
and sea walls; circular tank and other 
walls for sewage disposal plants ; cais- 
sons and shafts; dams such as Bull 
Shoals and Hungry Horse; and as 
bridge centering for such concrete 
structures as the George Washington 
Memorial Bridge. 

Included in the bulletin are practical 
design suggestions for economical 
adaptation of Blaw-Knox steel forms 
as well as recommended data to be 


sent in with inquiries. Copies of this 
bulletin may be obtained by writing 
Blaw-Knox Company, Steel Forms 
Department, P. O. Box 1198, Pitts- 
burgh 30, Pennsylvania. 


Stromberg-Carlson Offers New 
Dial-Type Intercommunication 
System 
A NEW dial-type intercommunicat- 
ing telephone system that has a num- 
ber of unique new features, including 
a “memory” circuit and a device that 
allows key executives to “cut in” toa 
busy line with urgent messages, has 
been announced by the Sound Equip- 
ment Division of the Stromberg- 
Carlson Company, of Rochester, New 

York. 

This new private telephone system, 
called Dial-X, also provides many 
other facilities, such as direct connec- 
tion with a paging or sound system, 
simple and easy calling of telephone 
conferences, and unlimited simultane- 
ous service of the entire system. 

The Dial-X “memory” circuit 
makes it unnecessary for any user of 
the system to repeat the dialing of a 
line that is busy. The system remem- 


bers the call, and completes it t 
stant the busy line becomes ayaj 

The “executive right-of-way’ 
ture gives key executives facilitig 
preempting any line in the sy 
even though it may be busy whe 
call is made. The executive 
dials the number he wants, and pr 
a button. That sounds a warning 
nal on the busy line, and then q 
the connection, allowing the exeg 
to put urgent messages through q 
time. 

Dial-X systems can be leas¢ 
purchased. Further informatio 
be obtained from the Sound — 
ment Division of the Stromberg. 
son Company, Rochester 3, 
York. Ask for Bulletin S-100. 


AGE Sets Expansion 
Record in- 1953 


NEW records in every phase 4 
operations, highlighted by the gre 
expansion in the company’s 47 
history, were achieved during 19} 
the American Gas and Electric ( 
pany, according to a stateme 
Philip Sporn, president. 


(Continued on page 28) 





AMENDMENT TO RULE U-50 
MEANS NEW SPEED 
IN OFFERINGS! 


That’s the news and we're the printers who 
can turn that news to your advantage. 


Capitalizing on the amendment of Rule U-50 is just one 


Necessitates new 


delivery of 


Will permit im 
offering after bi 


speed in 
prospectuses: 


mediate 


of the many reasons why more and more public utilities 
and corporate attorneys are turning to APPEAL Printing 
Company for the speedy, economical and ‘snagless’ solu- 
tion of ail their financial printing problems. More than 


sixty years of specialized experience is yours for the asking. 


Complete amendment to Rule U-50 contained in 


the Appeal Securities Act Handbook. 
Attorneys, 
Officers, and Underwriters. 


invited from Corporate 


Inquiries 
Financial 


COMPANY, INC., 130 Cedar Street, New York 6, WN. Y. 


WOrth 4-3033 ° 


Day-and-Night Service 


Affliates in BOSTON PHILADELPHIA CHICAGO SAN FRANCISCO 
FINANCIAL PRINTERS SINCE 1889 
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What Light’s D. 


HE EMBLEM for Light’s Diamond 

Jubilee was explained to your industrial 
customers last November in an Electrified 
Industry house ad which looked very much 
like this one. 

We told these customers of yours that 
“Light for Freedom—Power for Progress”’ 
should mean a great deal to them. We 
said that they could profit from the Jubilee 
celebration if they would use Edison’s con- 
tributions, and do these things: 

1. Remember that Edison’s great inven- 
tions, which include the first practical in- 
candescent lamp and the first practical sys- 
tem for distributing electric power, came 
because he was a free man in a free coun- 
try. Let’s all work to keep America free! 





ZNMORATINIG 
To 


e Means To You 


2. See how good lighting and good use 
of power promote production and pros- 
perity. Use the ideas in this magazine. For 
example: 


High frequency heat speeds production 
Salt bath furnaces for heat treating 


The 1953 Metals Show — new ideas 


Modern methods to conserve man-hours 


Customers use Electrified Industry ideas. 


Their use adds to your net revenue. 


ELECTRIFIED INDUSTRY ~~ Todays Blasess 


Martin Publications = 20 No. Wacker Dr., Chicago 6 





INDUSTRIAL PROGRESS—( Continued) 


Highs were established last year in 
number of customers, sales of electric 
energy, operating revenues, net earn- 
ings, electric generating capacity and 
peak demand for electric energy. The 
company also set records for operat- 
ing expenses, including taxes, and 
construction expenditures. 

Investment in system facilities 
(utility plant) passed the $1 billion 
mark in 1953 and was $1,026,000,000 
on December 31st, an increase of 14 
per cent over 1952. Mr. Sporn pre- 


dicted the AGE System’s net assets 
(after deducting reserve for depre- 
ciation) would top $1 billion in March 
of this year. 

Expenditures for construction 
reached $138,000,000 in 1953 as AGE 
witnessed the peak year of its eight- 
year (1947-54) expansion program. 
It was an expenditure 22} per cent 
greater than the previous record, set 
in 1952, and included work on five 
200,000-kilowatt steam-electric gen- 
erating units. Three of the units were 











This announcement appears as a matter of record only and is under no circumstances to be construed as an offering 
Of these securities for sale, or as an offer to buy, or as a solicitation of an offer to buy, any 
of such securities. The offering is made only by the Prospectus. 


NEW ISSUE 








Subscription price to Warrant Holders 
$14.75 per Share 


Before and after the expiration of the Warrants, the several underwriters may 
offer and sell shares of Common Stock pursuant to the terms and conditions 


set forth in the Prospectus. 


Copies of the Prospectus may be obtained in any State in which this 
announcement is circulated from only such of the underwriters, including 
the undersigned, as may legally offer these securities in such State. 


Kidder, Peabody & Co. 


Carl M. Loeb, Rhoades & Co. 
Hornblower & Weeks 


February 18, 1954. 


286,436 Shares* 


South Carolina Electric & Gas Company 


Common Stock 


(Par Value $4.50 Per Share) 


*The Company has issued Warrants, expiring on March 3, 1954, to holders of its 
Common Stock evidencing rights to subscribe for these shares at the rate of 1 
share for each 10 shares held of record at the close of business on February 17, 
1954, with the privilege of subscribing for additional shares subject to allotment, 
as more fully set forth in the Prospectus. 


Wertheim & Co. 





Eastman, Dillon & Co. 
White, Weld & Co. 














placed in commercial operation 
1953; the other two will be placed 
service this year. 


Fiberglas Transformer Gin 


PETERSEN Engineering Comp, 
Santa Clara, California, has fur} 
extended its line of well-known PEMi 
GO earth augers and line construct 
tools by adding No. 30 PENGO sa 
ty transformer gin. 


Corning Fiberglas which has exc 
tionally high electrical resistance 3 
is said to be the ideal material for 
in hazardous high voltage work. 1 
manufacturer claims that in this ap 
cation they have, in addition, mad 
much lighter and stronger than stee 
wood gins, making it a much sali 
tool in all respects. It is moistt™s 
proof, even when abused, and is nea 
indestructible. 

Literature and prices are avail: 
from Petersen Engineering Compa 
Santa Clara, California. 


Light's Diamond Jubilee 
Committee Publishes Plan 
Book and Fact Book 


LIGHT’S Diamond Jubilee Co 
mittee, the organization heading 
nationwide celebration this year of 
75th anniversary of Edison’s inc 
descent lamp, announced the issuaf 
of its two basic publications, “Lig 
Diamond Jubilee Plan Book” 3 
“Light’s Diamond Jubilee Fact Bod 
on February 11, Edison’s birthday 

The Plan Book, containing 
pages, details plans and suggestid 
for Jubilee activities by both utili 
and manufacturers in this indus 
wide celebration. It also lists the 
ganizations participating in the Jub 
and the members of Light’s Diamo 
Jubilee committees. 

Three principal areas of activity’ 
suggested for the general observe 
of Light’s Diamond Jubilee— 
Community Celebrations, (2) 
tional Celebrations and (3) Natio 
Publicity. Each is designed to hav 
different part in telling the story 
electrical progress to the people of| 
United States. The Plan Book | 
materials which are available from 
Committee for use by electric com 
nies in planning Jubilee activi 


(Continued on page 29) 
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INDUSTRIAL PROGRESS—( Continued) 


Heas for lighting, window displays, 
eants and parades are also cov- 
ed. A section is also devoted to ad- 
rtising and publicity. 
Charles E. Wilson, chairman of the 
pnsoring Committee for Light’s 
famond Jubilee, wrote the introduc- 
Hn to the Plan Book. In it he says, 
ight’s Diamond Jubilee gives our 
{ustry an opportunity to show the 
merican people what the electrical 
ogress of these past 75 years has 
ant to their lives.” 
The Jubilee Fact Book, containing 
pages, presents the most important 
velopments of electricity in the past 
# years in a series of 21 articles, each 
hliing with one area of electrical 
, Bogress. Lt 1s written in a simple style 
th technical discussions kept to the 
@nimum. 
For further information, write to 
sht’s Diamond Jubilee Committee, 
ist™50 Graybar building, New York 17, 
cam Y, 


ration 
: placed 


r Gin 


Wm. H. Rowand Awarded 
Newcomen Medal 


THE Newcomen Medal, given only 
three times before in the history of 
the U. S. branch of The Newcomen 
Society, was awarded recently to 
William H. Rowand, vice president 
of The Babcock & Wilcox Company 
of New York, at a joint meeting of 
the Society and The Franklin Insti- 
tute. 

Foremost among Mr. Rowand’s 
contributions to steam progress, 
which led to his nomination for the 
medal, was his invention in 1936 of 
the cyclone steam separator. This de- 
vice effected a thorough separation of 
steam and water in boiler drums 
assuring circulation of boiler water 
even at very high pressures. It also 
acted to provide consistent and uni- 
form delivery of clean, dry steam. 

He was also active in the subse- 
quent development of higher tem- 
perature and higher pressure boilers 


which this invention made possible. 
Notable was his work on the first 
modern reheat installation at the 
Twin Branch Station of The Indiana 
& Michigan Electric Company which 
proved the separator’s practicability 
and led the way to the introduction 
of steam pressures of over 2,000 
pounds per square inch and tem- 
peratures of above 950°F. 


Kuljian Appointment 


MARTIN W. Chandler has been ap- 
pointed head of the architectural de- 
partment of The Kuljian Corpora- 
tion, Engineers and Constructors, 
Philadelphia, according to an an- 
nouncement by James L. Cherry, Ex- 
ecutive Vice-President. 

Mr. Chandler has worked on many 
Kuljian projects, including the Flor- 
ida Power Corporation’s Higgins 
Plant at Booth Point, Florida, the 
Bokaro Thermal Power Plant in In- - 
dia, and the Palermo Steam Power 
Plant at Palermo, Sicily. 




















This advertisement is not an offer to sell or a solicitation of an offer to buy these securities. 


New Issue 


The offering is made only by the Prospectus. 


151,672 Shares 


Atlantic City Electric Company 


Common Stock 
($10 Par Value) 





Price $30.125 per share 





Copies of the Prospectus may be obtained from such of the undersigned and others 
as are qualified to act as dealers in securities in this State. 


Union Securities Corporation 


Smith, Barney & Co. 


Eastman, Dillon& Co. Goldman,Sachs&Co. Harriman Ripley & Co. 


Merrill Lynch, Pierce, Fenner & Beane 
Spencer Trask & Co. A.C.AllynandCompany Hemphill, Noyes & Co. 


Hornblower & Weeks 


Johnston, Lemon & Co. 


February 19, 1954 
_——— 


WH 4, 1954—PUBLIC UTILITIES FORTNIGHTLY 


Incorporated 


Newburger & Company 


Incorporated 


Reynolds & Co. 


Blair, Rollins & Co. 


Incorporated 


Stroud & Company 


Incorporated 
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PRINCIPLES OF PUBLIC UTILITY 


Webber 


Principles of 
Public Utility Regulation | 
ene 


= 





831 Pages 
$6.50 


Included are discussions of vital questions, such as: 


- - - Taxes in Relation to Rates 












REGULATION 


(1941) 


by A. C. Webber 


(Former Chairman, Massachusetts Department of Public Utilities) 





Here are the frank confessions of a commis- 
sioner whose aim has been to coordinate the 
public administration of the regulatory law 
with the private conduct of the utility business 
so as to encourage confidence and good will in 


the domain of both the investor and consumer. 








- - - Higher Operating Costs in Relation to 
the Consumer and Utility Stockholder 


- - - The Reproduction Cost Rule 
- - - Inflation and Utility Rates 


- - - Rates of Public Service Corporations 
and Other Price Levels 


- - - Constitutional Safeguards Insuring Rea- 
sonable and Just Compensation for Public 
Utility Property Devoted to Public Service 


Concise Supplementary Text Referring to Important Principles of 


Public Utility Regulation with Annotations 


PUBLIC UTILITIES REPORTS, INC. 


MUNSEY BUILDING 








WASHINGTON 4, D. C. 
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PROFESSIONAL DIRECTORY 


© This Directory is reserved for engineers, accountants, rate experts, consultants, and 
others equipped to serve utilities in all matters relating to rate questions, appraisals, 


valuations, special reports, investigations, financing, design, and construction. » 





THe American Aprpraisat Company 
ORIGINAL COST STUDIES @ VALUATIONS @ REPORTS 
or 
ACCOUNTING AND REGULATORY REQUIREMENTS 


NEW YORK WASHINGTON CHICAGO MILWAUKEE SAN FRANCISCO 
and other principal cities 








CONSULTING ENGINEERS 
Electricity, Natural Gas and Water Utilities 
Production, Transmission, Distribution 
Reports, Design, Supervision of Construction 
Investigations, Valuation and Rates 
4706 BROADWAY, KANSAS CITY 2, MISSOURI (SINCE 1915) 











BODDY, BENJAMIN AND WOODHOUSE, INC. 


CONSULTING ENGINEERS 
JAMES W. PARKER, SENIOR CONSULTANT 
Power Plant Design, Specification, and Construction Supervision 
Economic and Thermodynamic Studies, Technical Services and Reports 
28 WEST ADAMS AVENUE DETROIT 26, MICHIGAN 











DaY & ZIMMERMANN, INC. 
ENGINEERS 
NEW YORK PHILADELPHIA CHICAGO 


DESIGN, CONSTRUCTION, INVESTIGATIONS, REPORTS, APPRAISALS AND MANAGEMENT 








Ford, Bacon & Davis 
Aecrice'* ENGIMCCTS Ree cees 


NEW YORK @ CHICAGO @ LOS ANGELES 














FOSTER ASSOCIATES 
CONSULTANTS TO PUBLIC UTILITIES AND COMMON CARRIERS 





FAIR RETURN RATE CASES MARKET ANALYSES 
RATE DESIGN COST ANALYSES FINANCIAL ANALYSES 





88 CHESTNUT STREET, RIDGEWOOD, N. J. 





(Professional Directory Continued on Next Page) 
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PROFESSIONAL DIRECTORY (continued) 




























GIBBS & HILL Ino. 
CONSULTING ENGINEERS 
DESIGNERS - CONSTRUCTORS 

NEW YORK — LOS ANGELES 

INDIANAPOLIS — SAN ANTONIO 


GAl 


FOUNDED 1906 














GILBERT ASSOCIATES, INC. 


ENGINEERS ° CONSULTANTS * CONSTRUCTORS 


READING, PA. 


@ WASHINGTON @ ROME 
@ PHILADELPHIA @ MANILA 
@ NEW YORK @ MEDELLIN 











W. C. GILMAN & COMPANY 
CONSULTING ENGINEERS 
Valuations — Depreciation Studies — Rate of Return 


Investigations and Reports for Financing 
Transit and Traffic Surveys — Fare Studies 


55 Liberty Street New York 5 








JAY SAMUEL HARTT 


CONSULTING ENGINEER 
327 South LaSalle Street e CHICAGO ® Telephone HArrison 7-8893 


Consultant to Public Utilities: Valuations; Rate of Return Studies; Reports for 
Financing; Other Problems of Management, Engineering and Finance. 














CYRUS G. HILL, ENGINEERS 


Public Utility Properties 
Valuation and Operating Reports 
Plans — Design — Construction — Rate Cases 


134 So. LaSalle Street Chicago 3, Illinois 








GUSTAV HIRSCH ORGANIZATION, INC. 


1347 West Sth Ave., Columbus (12) Ohio 
Telephone Kingswood 0611 


Consulting and Supervisory Engineers and Contractors 
Construction and Operation of Utility Enterprises 











HOOSIER ENGINEERING COMPANY 


Erectors of Transmission Lines 
1884 HOLLY AVENUE * COLUMBUS, OHIO 



















Mention the FortNicHtty—It identifies your inquiry 
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PROFESSIONAL DIRECTORY (continued) 








JENSEN, BOWEN & FARRELL 
ENGINEERS 
ANN ARBOR, MICHIGAN 
APPRAISALS—INVESTIGATIONS—DEPRECIATION STUDIES— 
COST TRENDS — REPORTS 
for Rate Cases, Security Issues, Regulatory and Accounting Requirements 
ORIGINAL COST AND CONTINUING PROPERTY RECORD 

DETERMINATION 





Soe fu Lyi an Covtoralion 


ENGINEERS ° CONSTRUCTORS 


POWER PLANT SPECIALISTS 


DESIGN e CONSTRUCTION e MANAGEMENT 
SURVEYS e INVESTIGATIONS e REPORTS 


1200 N. BROAD ST., PHILADELPHIA 24, PA. 











William S. Leffler, Engineers Associated 
NOROTON, CONNECTICUT 
—_ Utility Management Consultants Specializing in REGULATORY 
WATER COST ANALYSIS “PROBLEMS 
for past 35 years 
Send fer brechure: ‘The Value of Cost Analysis te Management’’ 








N. A. LOUGEE & COMPANY 


Engineers and Consultants 


REPORTS—APPRAISALS—DEPRECIATION STUDIES 
RATE CASES—BUSINESS AND ECONOMIC STUDIES 


120 Broadway New York 








CHAS. T. MAIN, INC. 
Power Surveys—Investigations—V aluations—Reports 
Steam, Hydro Electric and Diesel Plants 
Gas Turbine Installations 
80 FEDERAL STREET ese BOSTON 10, MASS. 











RATES TAXES 


orere MIDDLE WEST FINANCE 
ewooerie SERVICE apvearisie 


PERSONNEL co ACCOUNTING 
ENGINEERING e SALES PROMOTION 
STOCK TRANSFER 20 N. WACKER DRIVE, CHICAGO PUBLIC RELATIONS 














CONSULTING, DESIGNING AND 


OPERATING ENGINEERS 
PURCHASING 


SPECIALISTS IN 
ACCOUNTING, FINANCING, RATES, 
INSURANCE AND DEPRECIATION 


CHICAGO 4, ILLINOIS 








431 SOUTH LA SALLE STREET. 





(Professional Directory Continued on Next Page) 
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PROFESSIONAL DIRECTORY (continued) 





: Complete Services for Gas 
Industry’s ° and Electric Utilities * Designing 
Partner J.F. Pritchard & Co. ¢ Engineering ¢ Construction 
¢ Alterations « Expansions 
for Progress SHEE Eae ? ey ST ee Sree * Modernization « Surveys « Plans 
e ¢ Piping * Equipment « Steam 
or Diesel Power Plants 





@ Dept. 415, 210 W. 10th St., Kansas City 5, Mo. 








THE RUST ENGINEERING CO. 


PITTSBURGH 19, PA.* BIRMINGHAM 3, ALA. 
Offices in Principle U.S. and Canadian Cities 
Power Plant Design and Construction 
Boiler Settings © Chimneys @ Equipment Erection 
Also sliding form work, refractory brick-work and insulation, soil compaction, other specialties. 














SANDERSON & PORTER 
ENGINEERS & 
AND 
CONSTRUCTORS 














Sargent & Lundy 
ENGINEERS 


Steam and Electric Plants 
Utilities—Industrials 
Studies—Reports—Design—Supervision 
Chicage 3. Ili. 














The J. G. WHITE ENGINEERING CORPORATION 


Design—Construction—Reports—Appraisals 
Consulting Engineering 


NEW YORK 4, N. Y. 





80 BROAD STREET 











Whitman, Requardt and Associates 
Publishers of the 35-year-old 
DESIGN — CONSTRUCTION HANDY-WHITM INDEX 
for Public Utility 
REPORTS — VALUATIONS Construction Cost Trends 
Including Hydro-Electric Properties 
BALTIMORE 2, MARYLAND 








1304 ST. PAUL STREET 





Mention the FortNIGHTLY—It identifies your inquiry 
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PROFESSIONAL DIRECTORY (concluded) 








ALBRIGHT & FRIEL INC. 


Consulting Engineers 


Water, Sewage and Industrial Wastes Problems 
Airfields, Refuse Incinerators, Dams 
Power Plants, Flood Control 
industrial Buildings 
City Planning, Reports, Appraisals and Rates 
Laboratory 


121 SOUTH BROAD ST. PHILADELPHIA 7 








LARAMORE AND DOUGLASS, INC. 


CONSULTING ENGINEERS 


POWER PLANTS 
TRANSMISSION DISTRIBUTION 
DESIGN—REPORTS—APPRAISALS—RATES 


79 East Adams Street Chicago 8, Tlinote 











EARL L. CARTER 


Consulting Engineer 
REGISTERED IN INDIANA, NEW YORK, OHIO, 
PENNSYLVANIA, WEST VIRGINIA, KENTUCKY 

Public Utility Valuations, Reports and 
Original Cost Studies 


910 Electric Building Indianapolis Ind. 








LUCAS & LUICK 
ENGINEERS 


DESIGN, CONSTRUCTION SUPERVISION, 
OPERATION, MANAGEMENT, APPRAISALS, 
INVESTIGATIONS, REPORTS, RATES 


231 S. LaSaLig St., CHicaco 














ENGINEERS, CONSTRUCTION AND 
MAINTENANCE CONTRACTORS 
for the GAS INDUSTRY 


CONSOLIDATED 
GAS AnD SERVICE CO. 


327 So. LaSalle St., Chicago 4, JIL. 








LUTZ & MAY 


Consulting Engineers 


STEAM, GAS & DIESEL POWER STATIONS 
PUMPING PLANTS—ELECTRIC SYSTEMS 
REPORTS—DESIGN—APPRAISALS 


1009 Baltimore Kansas City 6, Mo. 











GANNETT FLEMING CORDDRY AND CARPENTER, INC. 
ENGINEERS 
HARRISBURG, PENNSYLVANIA 


investigations—Reperts—Appraisals 
Original Cost and Depreciation Studies 
Rate Analyses—Iinsurance Surveys 








A. S. SCHULMAN ELEctTRric Co. 


Electrical Contracting Engineers 
TRANSMISSION LINES—DISTRIBUTION—POWER 
STATION—INDUSTRIAL—COMMERCIAL 
INSTALLATIONS 


CHICAGO Los ANGELES 








FRANCIS S. HABERLY 


CONSULTING ENGINBER 


Valuations — Depreciation 
lavestigations and Reports 


122 SoutH MICHIGAN AVENUE, CHICAGO 








SLOAN, GOOK & LOWE 


CONSULTING ENGINEERS 
120 SOUTH LA SALLE STREET 
CHICAGO 
Appraisals — Reports 
Operating — Financial — Plant 











JACKSON & MORELAND 


ENGINEERS AND CONSULTANTS 


DESIGN AND SUPERVISION OF CONSTRUCTION 
REPORTS — EXAMINATIONS — APPRAISALS 
MACHINE DESIGN — TECHNICAL PUBLICATIONS 


BOSTON NEW YOR¥ 








Representation in this Professional Directory 
may be obtained at very reasonble rates. 
Kindly address inquiries to: 
ADVERTISING DEPARTMENT 
Public Utilities Fortnightly 
309 Munsey Building 
Washington 4, D. C. 








Mention the FortNIGHTLY—I¢ identifies your inquiry 
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American Appraisal Company, The 


Analysts Journal, The 
Appeal Printing Company, Inc. ....... 
*Automatic Electric Company 


Babcock & Wilcox Company, The 
Barber-Greene Company ........ 

*Beaumont Birch Company ..... 

*Bituminous Coal Institute 
Black & Veatch, Consulting — 
*Blaw-Knox Company ...... 
*Blyth & Company 


c 


Carter, Earl L., Consulting Engineer ... 
Cleveland Trencher Co. 
Columbia Gas System, Inc. ...... 
Commonwealth Associates, Inc. 

Commonwealth Services, Inc. 
Consolidated Gas and Service Co. .. 


ee 


Day & Zimmermann, Inc., Engineers .. 
Delta-Star Electric Division 


Ebasco Services Incorporated 


Foster Associates 


G 


General Electric Company 


*Gibson, A. C., Company, Inc. ....... 
Gilbert Associates, Inc., Engineers 


*Glore, Forgan & Co. 


Hill, Cyrus G., Engineers 
Hirsch, Gustav, Organization, Inc. 
Hoosier Engineering Company 


International Harvester Company, Inc. 
Irving Trust Company ............... 


*Abrams Aerial Survey Corporation . 
Albright & Friel, Inc., Engineers ................... 
*Allis-Chalmers Manufacturing Company = 


Dodge Division of Chrysler Corp. ........ 


*Electric Storage Battery Company, The 
*First Boston Corporation, The ......... 
Ford, Bacon & Davis, Inc., Engineers ............ 


*Friez Instrument Div. of Bendix Aviation Corp. 


Gannett Fleming Corddry and mene Inc. 
Gibbs & Hill, Inc., Consulting Engineers 


Gilman, W. C., & Company, Engineers 
*Guaranty Trust Company of New York 


Haberly, Francis S., Consulting Engineer 
*Halsey, Stuart & Company, Inc. ................... 
Hartt, Jay Samuel, Consulting Engineer 


*International Business Machines Corporation 


*Fortnightly advertisers not in this issue. 


*American Perforator Company, The ........... a 


Boddy-Benjamin and Woodhouse, Inc. .. 


INDEX TO ADVERTISERS 


The Fortnightly lists below the advertisers in this issue for ready refer- 
ence. Their products and services cover a wide range of utility needs. 
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eee eer ereeeere 
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J 
Jackson & Moreland, Engineers ..................... 
Jensen, Bowen & Farrell, Engineers 
*Justrite Manufacturing Company 


K 
Kidder, Peabody & Co. .. isi ee 
*Kinnear Manufacturing Company,  ccaeitageees 
*Koenig Iron Works 
Kuljian ‘Corporation, THO 220..066 6000.6 0606 cc0ebeews 


COHCCC OOOO EEO HOSED roe resereseoer 


L 


PANDEY, Ws Conte ESOs cauiaknvaciewdss dcticGscnasnne 
Laramore and Douglass, Inc., Engineers 
Leffler, William S., Engineers Associated .............. 
*Lehman Brothers 
*Loftus, Peter F., Corporation 
Lougee, N. A., & Company, — 
Lucas & Luiek, Engineers .... ae 
Lutz & May, Consulting Engineers 


Ce 
OO OO0 000 + 00 06006086 tO 


ed 
Main, Chas. T., Inc., Engineers . 
Martin Publications 
*Mercoid Corporation, The 
*Merrill Lynch, Pierce, Fenner & Beane 
*Meyercord Co., TI! 
Middle West Service Co. 


LEY VESPER AEP CY eS aD © ee ee oe ee ee eee 
COO CCC COCO OE Ee eee eeroeces 
COSCHH OSCR OHS OS ECE e reer eeeesee 


Newport News Shipbuilding ; Dry Dock Company .. 
*Nuclear Development Associates, Inc. 


P 


*Petersen Engineering Company . 
Pioneer Service & Engineering Company . 
Pritchard, J. F., & Co. 


er) 


Recording & Statistical Corporation .................. 
MOB IISCSI ON PRREN MANES oes 5 as ois ce 655.6 56.0: ose vscere ie oe 
Robertson, H. H., Company 
Rust Engineering "Company, The 


Sanderson & Porter, Engineers 
Sargent & Lundy, Engineers 
Schulman, A. S., me Co., eet 
Sloan, Cook & Lowe, C Iting E s 
SONU WAIN BR ASOS 5c aise oc is.o5: 66.646 +'0i0 socio ciroees 
*Sorg Printing Company, The 
*Southern Coal Company, Inc. 
*Sprague Meter Company, The 





Union Securities Corporation 
United States Steel Corporation ..................... 


w 


*Western Precipitation Corporation 
*Westinghouse Electric Corporation 
White, J. G., Engineering Corporation, The 
White Motor Company, The 

Whitman, Requardt and Associates 


CCC CREO eee e ee aeeeree® 


ee ee ee od 
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NEW! Roomiest Cab! Wide, 3-man cab 


with easy-chair seat. 951 sq. in. windshield 
and best all-around visibility of any make. 


NEW! Sharpest Turning! 39° turning angle, 


short wheelbase design for top maneuver- 
ability. Easiest handling trucks there are! 


NEW! V-8's and Sixes! Most powerful 


V-8’s in popular field—133 to 172 h.p. Plus 
famous Dodge Sixes. 7 engines in all. 


NEW! Low-Built Lines! Built low for better 


road stability, easier loading, ground-hugging 
good looks. Lower step for easier cab entry. 


ALL ADD UP TO 


-_—— = . 
ae 


"Ab ihe ond 
for the man 
at the wheel ” 


See “Break The Bank” with Bert Parks on TV (ABC, Sundays). 

Hear ‘‘The Roy Rogers Show” on radio (NBC, Thursdays). 

See ‘Make Room For Daddy” with Danny Thomas on TV (ABC, Tuesdays). 
Enter the Dodge 40th Anniversary All America Contest. See your dealer. 
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NEW MACHINE TOOLS like this 





et ae | 







Ingersoll 





planer-miller speed turbine production at G.E, 
W. Pruessman, Manager of Manufacturing, ex- 
plains machining on model turbine shell to W.E. 
Saupe, General Manager, both of Large Steam 


Turbine-Generator Department. 


G-E turbine output will top 7,000,000 kw in 195 


REHEAT UNITS COMPRISE 92% OF RECORD OUTPUT—AVERAGE SIZE UP TO 
119,000 KW TO MEET CONTINUING UTILITY EXPANSION 


for G.E., have helped cu: > 
price trends and made 
faster delivery of ti “bi 


Pacing the tremendous growth of 
electric utilities to meet the nation’s 
increasing demands for electric 
power, General Electric’s produc- 
tion of large turbine-generators in 
1954 will exceed 7,000,000 kw, a 
new record that compares with the 
6,300,000 kw total for 1953. 


NEW DESIGN ADVANCES 
Following the trend toward larger 
units for greater efficiency, the 
average rating will be about 119,- 
000 kw—almost four times the 
rating of eight years ago—while 
more than 92 per cent will be of 
the reheat type. 


Significant advances in turbine- 
generator design made by G.E. this 
past year include the engineering 
and manufacture of a direct, gas- 
cooled generator rotor, as well as 
the design of a direct, liquid-cooled 
generator stator. For greater effi- 
ciency, a double reheat turbine has 
also been designed to operate with 
steam at supercritical pressure of 
4500 psig and initial temperature 
of 1150 deg. F. This reheat turbine 
will go into production this year. 


FASTER DELIVERY 
Experienced personnel, operating 
new machine tools especially built 


Moreover, the new $2 


risid 
sossib 


turbine product develop: : 


oratory, to be completed 
year, is typical of the far- 
search behind G.E.’s en 
accomplishments that n 
sible more efficient powe 
tion equipment for th 
utility industry. Genera 
Co., Schenectady 5, N. ¥ 


MORE POWER TO AME! 
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